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A Banker’s Diary 






Mid-December—Mid-January 









fHE end of the year proved easier than had been e\ 
pected. Only about 417 millions had to be borrowed 
es from the Bank., and no loans from thi 
ee Bank ran for more than the minimum 
= period of a week. On the morning oi 
December 31st itself, day-to-day money was _freel\ 
quoted at 2-2) per cent., but by the afternoon mone, 
was available at $ per cent. The Bank was easily 
repaid during the following week, and since then th: 
position has been fairly comfortable. The return 
Christmas currency from circulation, which was com 
plete by the third week of January, of course added to 
the ease, but against this the banks noticed a fair drain 
of revenue into the Exchequer. This also seems to hav 
affected the supply of outside money, and so there ha- 
been a greater demand for clearing bank loans. Sine: 
the New Year the discount market has been very idl: 
As had been expected, once the turn of the year Was 
past, and the Bank had been repaid, discount rate- 
have dropped sharply, the decline being accentuated 
by the seasonal repayment of Treasury bills. In thy 
middle of January hot Treasury bills were quoted 
nominally at } per cent., against 13-3 per cent. imm: 
diately before the end of the year. The rate for thre 


months’ bank bills has also eased from ,°; to 3 per cent 


























THE following table shows the size and composition 
the floating debt at the end of the calendar years 14} } 
and 1934, and at the end of the financial 


menor year 1933-34. The main significance is 
mone that it shows the size of the floating debt 


. . 7 . 
at the beginning and end of the last quartet 
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of the financial year, which is the period of heavy 
revenue collection and redemption of Treasury bills. 
It thus gives some indication of the trend of the supply 
of Treasury bills during the current quarter. Treasury 
bills are divided into those issued by tender to the 
banks, the money market, and to other financial institu- 
tions, and those issued through the tap to Government 
Departments and other authorities :— 


1933 1934 1934 
Dec. 31 March 31 Dec. 31 


£mill. fmill. £ mill. 
Treasury bills outstanding : 





(a) Tender issues ea » “i 597°0 456°6 449°6 
(6) Tap issues ids in ai 341°7 343°2 450°I 
Ways and Means advances : 
(a) By Public Departments .. ia 35°2 44°9 27°3 
(6) By Bank of England... “a - _ 5°5 
Total, Floating Debt wy a 973°9 844°7 932°5 


Between December 31st, 1933, and March 31st, 1934, 
there was a reduction in tender issues of Treasury bills 
of £140:4 millions, and if last year’s experience is 
repeated, the tender issue will have shrunk by March 31st 
next to {£3092 millions. In two respects current 
conditions are dissimilar to those of a year ago. Firstly, 
it appears possible that the large budget surplus of 1933-34 
may not be repeated. Secondly, tap issues rose during 
1934 by £108°4 millions, which implies that Public 
Departments are in a position to shed some of their 
Treasury bill holdings, thereby minimising the reduction 
in tender issues. During the first three weeks of January, 
tender issues were reduced by {10 millions compared 
with a parallel reduction of £35 millions in January, 1934, 
so that it looks as if last year’s drastic repayments may 
not recur. 


EVENTs during the past month have been of rather 

greater interest than usual. At the end of the year 

repatriation of London funds by foreign 

bankers who wished to show a strong cash 

position in their balance-sheets coupled 
I 


» The Foreign 
Exchanges 
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with some covering of previous forward sales of gold 
bloc currencies, led to a certain weakening of sterling. 
At the time this seemed likely to be temporary, but the 
first week of the New Year witnessed the resignation 
of M. Moret and the announcement of M. Flandin’s 
intention of developing a Paris market in Treasury bills 
with the object of obviating the issue of fresh rentes 
every time the French Government had to borrow. 
This caused an immediate strengthening of rentes on 
the Paris Bourse, which attracted a fair amount of 
French money from London to Paris. As a result 
sterling remained weak, and intervention by the British 
control was reported. On January 15th there was a 
sudden and unnecessary flurry in the franc. Paris 
interests came to fear that the United States Supreme 
Court’s judgment on the gold clause would not only 
be unfavourable to the Administration, but that it 
would render necessary the scaling-up of the dollar to 
its former gold parity, ie. from Frs. 15-06 to Frs. 
25°45. This led to heavy bull purchases of francs, and 
also to a belief that gold shipped to New York would 
not necessarily be bought by the Treasury at its declared 
price of $35 an ounce. Paris bankers therefore refused 
to ship gold, and so the New York rate shot up to 
Frs. 15°48 or to 30 centimes beyond the export gold 
point. Sterling moved to $4:83} against the dollar 
and to Frs. 75} against the franc. Meanwhile American 
bankers, with a keener appreciation of the situation and 
acting on a Treasury statement that no variation in the 
price of gold was in prospect, bought gold heavily in 
London and must have made considerable profits. By 
two days later the situation had quietened down, 
with sterling quoted at 54-87% and Frs. 74}, and the 
Paris New York cross-rate at Frs. 15-21}. This 
episode illustrates the present instability of the 
foreign exchanges, while the confusion and __ loss 
occasioned provide a powerful plea for stabilisation. 
Notwithstanding recent rumours, however, there is 
no evidence that any move in that direction yet 
commands _ sufficient assent either in London or 
New York, and indeed a formal denial that any 
move was in progress was issued by the State 
Department at Washington. 
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LAST year witnessed a further expansion in the London 
and Provincial Bankers’ Clearing House returns. Com- 
_ paring 1934 with 1933, town clearings rose 
Last Year's from {£27,714 to £30,740 millions, metro- 
Esser politan clearings from {1,657 to {£1,760 
millions, and country clearings from {£1,243 
to {1,295 millions. The aggregate returns of the eleven 
Provincial Clearing Houses rose from {1,243 to £1,295 
millions. Considerable interest attaches to the quarterly 
analysis of the returns as indicating the general trend 
of trade. The first quarter of 1934 compared very well 
with that of 1933, the increase in provincial clearings 
ranging from 0-3 per cent. for Hull to 37-6 per cent. for 
Bradford. In the second quarter the improvement was 
not so marked, possibly because the trade revival had 
already begun by that time in 1933. The increases 
ranged from 0-3 per cent. for Leicester to 17-9 per cent. 
for Sheffield. The third quarter’s comparison was 
definitely bad. By that time in 1933 the revival was in 
full swing, while in the late summer of 1934 there were 
several signs of a set-back. Asa result, movements ranged 
from a decrease of 160-5 per cent. for Bradford (due to the 
collapse of wool prices) to an increase of only 5-9 per 
cent. for Sheffield. The fourth quarter, however, was 
much better, for the movements ranged from a decrease 
of 7-9 per cent. for Bradford (the sole decrease for that 
quarter) to an increase of 10-7 per cent. for Sheffield. 
These results promise well for the New Year. 


DECEMBER witnessed a sharp increase in the deposits 
of the ten clearing banks to £1,970-°8 millions, against 
f{1,9g11-1 millions in November. To some 

December extent this is possibly a seasonal move- 
—— ment, for the payment of the War Loan 
Averages ‘lividend releases money at the beginning 
of the month, while in December the 

year’s issue of Treasury bills is normally at its height. 
Against these factors, of course, must be set the Christmas 
expansion in the note circulation, which this year 
reached the record size of {405-2 millions, but notwith- 
standing these withdrawals of money from the banks, 
cash rose from £209°7 to {215-9 millions. Balances 
with other banks and cheques in course of collection— 


i 2 
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the latter giving an indication of the rate at which money 
is circulating—rose from {43-7 to £54:7 millions, thus 
providing further evidence of Christmas trade activity. 
Call and short loans expanded from {134-6 to {150-6 
millions, possibly as aresult of increased Stock Exchange 
activity and some withdrawal of foreign balances from 
the London market. Discounts have risen from {£232°5 
to £254:9 millions, this increase being commensurate 
with the parallel expansion in tender issues of Treasury 
bills which occurred at that date. Investments have 
risen from {589-2 to {594-3 millions, but advances 
have fallen from £755-4 to £753°5 millions. Finally 
the December return takes account of the allocation 
to these Reserve Funds made by Lloyds Bank and 
Westminster Bank, with the result that the average has 
risen from {51-6 to {52-2 millions. 


DECEMBER recorded a further slight decline in our 

overseas trade returns, but exports were 

Yemen considerably better than those of the pre- 

y1Se4S ceding December. The actual returns 

Trade . 

are summarised below :— 

Dec. 1933 Nov. 1934 Dec.1934 

f £ £ 


Mn. Mn. Mn. 
Imports i i i . es 64°7 63°3 
Exports os ‘i wi ..  30°4 30°1 34°3 
Re-exports .. «a ‘i ii 4°0 4°0 3°6 
Total Exports aid or .. 34°4 40°1 37°9 


The results for the complete year show that imports 
were £732°3 millions, against {675-0 millions in 1933, 
exports of British goods £396-1 millions, against £367-9 
millions in 1933, and re-exports were {51-3 millions 
against {49-1 millions in 1933. This makes the adverse 
trade balance for the complete year {284-9 millions 
against {258-0 millions. When due allowance is made 
for the increased activity of home trade, which required 
heavier imports of raw materials, the increase in our 
adverse trade balance need cause little anxiety, especially 
as exports showed a definite improvement during the 
last half of 1934. The adverse balance of payments for 
the whole year should not be far removed from {20 
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millions, and this figure is not large enough to cause 
any anxiety. 


M. MoreEt’s resignation from the Governorship of the 
Banque de France came as a surprise to many people, 
for he has held office since 1930, and has 
tscone helped to guide France through a critical 
inancial 2 . ; : ; 
Policy period. His successor, M. Flandin, is 
Director-General of the Caisse d’Amortisse- 
ment and the Caisse des Depdts et Consignations, and 
so may be in close touch with Treasury policy. The 
real explanation is that M. Flandin desires to adopt the 
British method of financing temporary deficits by the 
issue of Treasury bills, which can be rediscounted at the 
Banque de France, while M. Moret took the view that 
the Bank’s statutes precluded it from rediscounting 
Treasury bills in excess of the legal limit of its loans 
advanced to the Government. While it is easy to 
understand M. Moret’s point of view, M. Flandin is 
undoubtedly right in seeking to relieve the rentes market 
from the direct pressure of temporary and seasonal 
Government deficits. This was made clear by the sharp 
recovery in rentes which followed the news of M. 
Flandin’s new policy. At the same time this change 
in financial procedure renders it easier to finance per- 
manent budget deficits by methods bordering on inflation, 
and the recent rise in French wholesale prices shows that 
this possibility is well appreciated in France. M. Moret 
could well hold that this justifies his attitude. 


UNDER this title Sir Henry Strakosch has published 
as a Supplement to the Economist of January 5th an 
exhaustive examination of the causes and 

The Road to history of the depression together with 
Recovery some constructive suggestions concerning 
the best way of escape. As is inevitable 

in a task of this magnitude, his facts, deductions and 
recommendations will not escape criticism, and in 
particular we doubt the validity of his reduction of the 
sterling value of the external trade of Great Britain 
and the sterling area to their equivalent in gold. We 
agree in principle that the great problem before the 
gold countries is the readjustment of prices and costs, 
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even though his tentative calculations of the disparity 
are based upon imperfect data and vary according to 
the choice of base-year. Sir Henry looks to the restora- 
tion of an international gold standard as the only 
practicable solution, and lays down certain conditions 
upon which the gold standard of the future must 
depend. If his diagnosis is correct, the task before 
both the gold countries on the one hand, and the sterling 
area and the United States on the other hand is formid- 
able indeed, but it is at least useful that we should have 
the nature of the task presented to us in detail. For this 
reason alone we commend Sir Henry Strakosch’s study 
as being one of the most important of the contributions 
to the solution of the world’s troubles which have 
appeared during the past few months. 


IN one sense it is right that the Church Assembly 
should concern itself with the causes of unemployment, 

for there is no doubt that the presence 
Banking and of so many unemployed should lie heavily 
the Church on the consciences of us all. Yet it is 

more open to question how far a body 
constituted under the auspices of the Church of England 
and calling itself the Social and Industrial Commission 
on Unemployment is qualified to discuss the many 
complex economic questions underlying the unemploy- 
ment problems. In the absence of technical advice it 
is small wonder that the Commission has split up on 
more or less established political lines. In particular 
exponents of what is called “‘ the third view ” expressed 
on the Commission argue that “‘ a true economic objective 
cannot be pursued by means of the present money 
economy and its present methods of administration by 
the banking system . . . they do not necessarily 
desire the nationalisation of the banks, but a radical 
revision of the rules and methods of their financial 
practice.’ At the risk of pointing out the obvious 
to most of our readers, we suggest that trade and em- 
ployment depend upon the maintenance of confidence, 
and so upon a sound banking system in which the care 
of the depositors’ money is the first consideration. All 
these criticisms really reduce to the argument that 
bankers should venture their customers’ money more 
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freely in loans to and investments in_ industry. 
Continental and American experience has shown how 
quickly this can end in a break-down of the national 
banking and currency system, and that such a break- 
down is quickly reflected in a vast increase in 
unemployment. 


Mr. S. C. PARKER, the Manager of Allied Investors 
Fixed Trusts Limited, writes as follows: May I supple- 
- ment Mr. Maurice Green’s article in your 
Be eo December issue with particulars of the 
Bined Trust British Industries Fixed Trust, of which 
the Trustees are the Midland Bank Executor 
and Trustee Co., and the Managers, Allied Investors 
Fixed Trusts Ltd.? The Chairman is Sir James A. 
Cooper, K.B.E., who is also associated with the Trust 
of Insurance Shares. The First Portfolio of the British 
Industries Fixed Trust was introduced in March last, 
and at the opening price of 18s. gd. per sub-unit the 
yield to an original investor is £5 Ios. 11d. per cent. ; 
the present price is 22s. 6d., offering {4 12s. 6d. per cent. 
The Second Portfolio, introduced on November 12 at 
16s. gd. per sub-unit, pays an original investor £5 Is. 2d. 
per cent.; the present price is 17s. gd., giving £4 15s. 6d. 
per cent. The British Industries Fixed Trust was, 
I believe, the first to be provided with a list of ‘‘ alterna- 
tive securities,’’ which give the Managers a freedom not 
enjoyed by the earlier Fixed Trusts. 


The British Bank Balance Sheets 


MONTH ago we discussed in general terms 
A British banking experience during 1934, and we 

reached the broad conclusion that net profits 
would be much the same as in 1933. We reached this 
conclusion by setting the 1934 fall in interest rates 
against the appreciation of the banks’ investments and 
the probable reduction in the amount required for bad 
and doubtful debts. The 1934 results are now available 
and we are glad to be able to say that we took too 
pessimistic a view of the outlook of that vear. In 
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every case the net profits of the British banks show a 
noticeable improvement over those of 1933. The actual 
results are summarised in the following table. 


ENGLISH BANKING PROFITS AND APPROPRIATION 
(o00’s omitted). 









. Other 

Ee | , Contin- | 

| Net Profits. | Dividends. | gencies | Appropria- 
tions 





= Sauer ean Yanna been 
1934 | 1933 | 1934 | 1933 | 1934 


























|--—- 





| 1933 | 1934 | 1933 
| 


c| fg 











| 
£ f | £ Si 4 
Barclays 1,605 | 1,708 | 1,562 | 1,562 | Nil Nil 43 95 
Lloyds . -- 11,439 | 1,652 | 1,347 | 1,392 100 250; — 8 9 
Midland... 12,267 | 2,292 |1,710 |1,767 | 550 270 7 255 
National Provincial 1,603 | 1,644 | 1,422 |1,422 | Nil Nil 182 222 
Westminster 11,465 | 1,525 | 1,165 | 1,165 | Nil Nil | 300 321 
Martins - ae 655 672 582 582 | Nil Nil | 73 90 
District ni ae 418 430 | 348 348 | Nil Nil 70 83 
County ‘ rT 158 161 | 136 136 | 30 30; — 8] — 5 
The Nationa 1 « | 239 222 | 180 180 | 20 | 20 19 22 
Williams Deacon’s.. | 273 | 274! 234] 234| Nil | Nil | 39 | 40 
| | 























It is very difficult to compare bank profits of con- 
secutive years for so much depends upon the appro- 
priations made for earnings before the final profit and 
loss account is struck. In particular all banks make full 
provision for bad and doubtful debts, but it is possible 
that this term is interpreted more rigidly by some banks 
than by others. The exact stage at which a debt 
becomes “‘ doubtful“ is obviously a matter of banking 
judgment and opinion. It also follows that the bank 
which takes a more rigid view will show a bigger drop 
in net profits in times of depression, followed by a bigger } 
recovery when trade revives and debtors become more | 
solvent. It may even happen that debts which have 
previously been written off as bad or doubtful are in 
the end repaid, and in such case the money repaid can 
legitimately either be brought into the year’s disclosed 
profits or else used to minimise the year’s appropriations 
to inner reserves. This means that variations in the 
results showed by individual banks must be interpreted 
with considerable caution. The important deduction 
which can be drawn from the 1934 results is that it 
appears that the reduction in the amount required for 
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bad and doubtful debts has more than outweighed the 
loss of actual income arising from the year’s fall in 
money rates. Even the latter, however, must not be 
exaggerated. During most of 1934 the discount rates 
on Treasury bills were subject to the informal agreement 
between some of the clearing banks, with the result 
that they were kept above the low levels to which they 
would otherwise have fallen. Again, while the rise in 
British Government security prices reduced the yield 
on new investments purchased by the banks, it did not 
affect the yield on securities held at the beginning of 
the year. On the other side of the account, most of 
the banks made during 1934 further progress with their 
task of reducing country deposit rates, with the result 
that their total outgoings on deposits were less than in 
1933. Taking all these factors into account, it is easy 
to see how the decline in the requirements for bad and 
doubtful debts outweighs such decline in current earnings 
as occurred during the year. 

There is, however, a further point which is of some 
importance. Practically all the banks only disclose 
their profits after payment of income tax. Profits in 
1933 were taxed at the rate of 5s. in the pound, but 
for 1934 the tax was only 4s. 6d. Hence part of the 
apparent improvement in profits really arises from the 
banks’ decreased liability to income tax, and had it 
not been for the change in the rate of tax, the improve- 
ment would have been less. For the same _ reason, 
more cash has been required by most of the banks for 
the payment of dividends, even though the rate of 
dividend is in every case the same. The reason is that 
most banks pay their dividends less income tax at the 
standard rate. 

Lloyds Bank and the Midland Bank are again the 
only banks which record disclosed appropriations to 
contingencies. The Midland Bank has felt justified in 
reducing its appropriations in comparison with those of 
1933, and the improved state of trade and greater 
solvency of bank debtors amply justify this cause. 
Lloyds Bank registered the biggest improvement in net 
profits of all the banks, and it has allocated the larger 
portion of its additional earnings to contingencies, thus 
increasing them from {£100,000 to £250,000. No doubt 
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one possibility which the bank had in mind was that of 
a set-back in the gilt-edged market, which might affect 
the value of its investments. The remaining banks 
must also have this possibility in view, but will have 
provided against it by means of undisclosed appro- 
priations. Nor must it be inferred that Lloyds Bank, 
in increasing its disclosed allocations to contingencies, 
necessarily had this sole possibility in mind. 

We come now to the balance sheets, which are repro- 
produced in summarised form. The first table deals with 
capital and reserves, deposits, and accounts :- 












E NGLISH BANKING LIABILITIES 









—- @ | 


Capital and 
Reserves 








Acceptances, 
etc. 





Deposits, etc. 
















1933 | 1934 | 1933 





T9354 | 1933 | 1934 





a 































| £mn. | £mn. | f , , 
Barclays - .. | 26°1 | 26% | 378°8 | 380-1 | ae | 7+2 
Lloyds aa .. | 23°8 | 24°3 | 305°7 | 373°4 | 42°6 46- 2 
Midland - .. | 25°7 | 25°7 | 415°5 | 420°8 | 15°8 | 16-0 
National Provincial .. | 17-5 | 17°5 | 289-1 | 308-0 | 6°41] 5°9 
Westminster .. .. | 16°8 | 18-6 | 295°8 | 306-7 | 31-8 | 37°4 
Coutts .. 2:0} 2:0} 20°5 20°7 ve 0°7 
Glyn, Mills 1°8*| 1°8*) 36°5 38-1 | 1°6 1-8 
Martins 7°2] 7°2) 82-1 | 83-1 | 4:7] 4°7 
District 472| 4:2] 54°4 2 5:2] 5-4 
County , 1-8 1-8 | 17°8| 18:2] o-2] ovr 
The National . 2-5 | 2:6 | 38:5 | 37°6| or | o-8 
Williams Deacon's 2-7) 2°97 | 33°7 | 33°9 sik Wat “eh 2°4 I 


| " 


| 


* Includes £250,000 in 1933 and £260,000 in 1934, reduction of bank premises 
accounts. 


Under the heading capital and reserves there are two 
important changes to notice. The Westminster Bank has 
made good through an appropriation from the special 
account in which it has been held since 1931, the draft on 
public reserves which was necessary at the time of the 
1931 crisis. This bank’s reserve fund, therefore, is restored 
to its former size. The amount required for this restoration 
was {1-8 millions, and in estimating the improvement in 


———EE 
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the position of this bank it is necessary to take account 
of the fact that the Directors felt justified in releasing this 
sum. Lloyds Bank have also added £500,000 to their 
Reserve Fund. 

Deposits in most cases show moderate increases. 
The result is very gratifying, as a few months ago they 
were recording an appreciable decline over the year. 
Since then, however, the banks have made substantial 
additions to their investments, while advances have 
shown a welcome tendency to expand in comparison 
with the previous year. Hence the reduction of deposits 
attributed to the repayment of Treasury bills has now 
been more than neutralised. 

Acceptances, endorsements, etc., are in several cases 
slightly higher than a year ago. Procedure varies between 
different banks, as some banks confine this item to 
acceptances and confirmed credits, while other banks 
give an omnibus item which also includes endorsements, 
guarantees, and open forward exchange positions. The 
best practice, which is followed by some banks, is to give 
two items, one consisting of acceptances and confirmed 
credits and the other of endorsements, guarantees and 
forward exchange positions. It is doubtful if the banks 
have added much to their acceptances as in many cases 
the increase represents increased forward exchange busi- 
ness. 

The next table deals with cash and equivalent items. 
Cash is in some cases rather lower than a year ago. 
This suggests that the banks have called less for balance 
sheet purposes than in former years. This change in 
practice, which was recommended by the Macmillan 
Commission, is very welcome. Balances with other 
banks and cheques in course of collection are in most 
cases higher than a year ago. The general expansion in 
this item indicates the more active circulation of money 
and is therefore a further proof that trade is reviving. 
Call and short loans are in almost every case higher than 
at the end of 1933. This is partly because the banks 
have called less money from the market. Another 
explanation is that of increased stock exchange activity, 
while it is also possible that there was less foreign floating 
money in London at the end of 1934 than at the end of 
1933. This last factor has reduced the supply of 
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ENGLISH BANKERS’ CASH AND CALL MONEY 
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Cash in hand Cheques Money at Call 
and at Bank and and Short 
of England Balances Notice 
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| , | 9, 
| 1933 1934 | 1933 | 19354 | 1933 | 1934 
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| ¢mn. | {mn. fmn. | {mn. | {mn. | {mn. 
3arclays Ka +. | 51°2 | 46-8 II-I | I+Q | 21-4 | 25-8 
Lloyds a -+ | 39°4 | 40°8 13°S | 14°7 | 23°5 | 30°3 
Midland oe we | 42°2 | 39°1 | 13-8; 14°98 | 21-0 | 27°1 
National Provincial | 34°71 34°3 | 83) g:0]} 18-2 | 20-7 
Westminster .. .. | 34°6 | 35°7 | 10-5 | 10-7 | 22:7 | 28-4 
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Williams Deacon’s 472 | 3°8 2°I 2°2 5°5 | 6-1 
| 
* Not shown separately. 
¢ Cash on hand, at call, and at short notice are shown only as a single 


+ 
omnibus item. 


‘outside ’’ money, and so it has driven the market to 
resort more to the clearing banks. The reduction in the 
clearing banks’ rate for loans against eligible bills from 
1 to 3 per cent. must also have attracted more applications 
for loans. 

The next table deals with the chief earning assets of the 
banks. In most cases discounts are substantially lower 
than a year ago, the chief exception being the Midland 
Bank. It is noticeable, however, that this year the Midland 
Bank has replaced its former item “ Bills Discounted,” 
by two new items, namely, “ Bills Discounted ”’ and 
‘‘ British Treasury Bills and Treasury Bonds due within 
four months.”’ This change of procedure has obviously 
involved a transfer of short-dated Treasury Bonds from 
investments to the second of these new items. The 
general contraction in discounts is easily understood 
when it is remembered that between the end of 1933 and 
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Discounts Investments Advances 


1933 | 1934 | 1933 1934 | 1933 | 1934 


{mn. | {mn.}| {mn. | {mn. | {mn. | £mn. 


Barclays... .. | 60°0 | 47°6 | 98-1 | 103-2 | 148-8 | 156-0 
Lloyds és -- | 56°9 | 47°2 | 99°4 | 97°7 | 133°0 | 136°3 
Midland... . | 62°8 | 64°5 | 118-1 | 118-5 | 164°3 | 163-6 
National Provincii ul 48-2 | 39°06 | 74:8 | 88-0 | 111-8 | 113°4 
Westminster .- | 42°I | 33°7 | 91°5 | 97°9 | 102-8 | I10°6 
Coutts ne pa I*3 1°2 7°3 7°9 8-3 8-1 
Glyn, Mills .. és 0-4 | 0-8 Ir-6 | 11-3] 10-7] 11°6 
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County oA sia 0°3 0°4 6-6 8+4 8-6 Yiu 
The National - 1-8 17 17°7 16-7 | 14°7 | 14°7 
Williams Deacon’s. . 2°5 | 2°5| Io-r 9°6| 10-9 | I1°4 














1934 the total of Treasury bills issued by tender fell from 
£597 to £449 millions. Advances in many cases show 
moderate increases, sufficient to justify the belief that 
the trade revival has now reached the point where it 
stimulates a fresh demand for banking accommodation. 
Yet many of the larger and more credit-worthy business 
undertakings must still be well supplied with liquid funds. 
The year’s increase in investments is less than might have 
been expected, and Lloyds Bank in particular hold {£17 
millions less than a year ago. Still there is no doubt 
that the year’s repayment of Treasury bills together with 
the very modified expansion in advances has driven the 
banks into resorting more to the gilt-edged market. 

We come now to the Scottish banking results. Here 
comparison is a matter of greater difficulty, because the 
Scottish banks make up their accounts at different 
periods of the year. In three cases in fact the accounts 
are already nearly a year old. The Scottish banking 
position was fully reviewed in a special article in THE 
BANKER of November, 1934, when it was shown that the 
position of the banks was very strong and was also 
improving. Their situation according to their latest 
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balance sheets is summarised very briefly in the following 


table :— 
_ SCOTTISH BANKING RESULTS 


! 





; Discounts 
Profits Deposits. Cash. and 


Advances. 


1933 | 1934 | 1933 | 1934 | 1033 | 1934 | 1933 | 1934 


éthou.| {thou.| /mn. | gmn. |} ¢mn.| émn.; /mn.| /mn. 

3ank of Scotland 313 307 | 36-0 | 35°5 570 | 5°4 | 12-9] 12-1 
(To Feb. 28) Ps 

british Linen Bank 273 | 30°6 | 30°8 8-5 | 8-2]! 10-0 Rn 
(To Jan. 15). 

Clydesdale Bank .. i 301 310 | 31°3 | 31'S | 4°6 5°3 | 23°3 | 12°9 
(To Dec. 31). } | 

Commercial Bank .. | 3587 379 | 37°7 | 38°g | 6-2 6-4 | 15°83 | 15+4 
(To Oct. 31) | 

National Bank 344 353 | 34°4 | 35°7 $°4 5°O | 14°5 | 13-0 
(To Dec. 20). | 

North of Scotland 254 255 24°1 24:6 +79 4:0 | 8-2 > <@ 
(To Dec. 31) 

Koval Bank a 612 O21 59°3 | 58-9 6-0 6-2 | 25°6 | 25-6 
To mid. Oct | | 

Union Bank “a 320 311 | 28-5 | 28-6 6-6 6°6 | 12°35 | oro 
(To April 2 2). 





It is noticeable that in the case of the more recent 
balance sheets profits in every case show a marked 
improvement. Deposits are well maintained and the 
cash position shows little change. Discounts and advances 
are in many cases lower than in the previous year, but 
this may reflect the repayment of Treasury bills. There 
is no doubt that the general position of the Scottish 
banks remains both strong and liquid. 

In conclusion we sememanine the results of the three 
leading Discount Companies :— 
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Notwithstanding the very low and unremunerative 
level of discount rates, all three companies record an 
advance in their profits, and in one case, Alexanders, the 
advance is very marked. This company, however, is 
also unique in that it discloses an appropriation of 
{200,000 to investment reserve. It is conceivable that 
it has brought stock exchange jobbing profits into its 
profit and loss account and has then transferred them 
to investment reserve, whereas the other two companies 
may have transferred such profits direct. The general 
increase in profits is probably due to the partial transfer 
of the discount companies’ resources from bills to invest- 
ments which yield a higher return. There are, of course, 
limits to the proportion of the discount companies’ 
resources which can be invested in securities, partly 
because of the risk of capital loss, and partly because 
the banks only take a certain proportion of securities as 
collateral to loans. Yet even at the end of 1934, bill 
holdings of two of the discount companies were well in 
excess of their investments, and they were still able to 
earn slightly higher profits. 

This concludes our survey of the banking accounts 
for 1934. As we said at the beginning, the results are 
unexpectedly good. The improvement in the bad and 
doubtful debt position is particularly gratifying as it is 
evidence of a general amelioration of the financial health 
of the country, as well as being a considerable relief to 
the banks. As this late hour it may seem superfluous 
to call attention once more to the way in which the 
British banking system has weathered the crisis of the 
past five years, “but recent public criticism of our banking 
system, coupled with the failure to recognise this record, 
renders it necessary to allude to it once more. Nor 
must it be forgotten that bankers are in essence custodians 
of a greater part of the liquid funds of the country, the 
owners of which are mostly relatively poor. In these 
circumstances they cannot be blamed for not investing 
that money in ways which they believe to be unsound. 
Nor does it necessarily follow that money invested by the 
banks in Treasury bills or other Government securities 
is necessarily money withheld from active use. Each 
bank purchase of Government stock involves a sale by 
someone else, and the seller receives money which 
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presumably he proceeds to spend or invest elsewhere. 
Much of the money lodged with the banks belongs to 
people who are themselves unable to take a risk, and 
even if such people withdrew their deposits, they would 
only invest the money in gilt-edged securities. At a 
time when there is much glib talk of the alleged failure 
of the banks to perform their proper function, and of 
the huge mass of idle money, it is well to bear in mind 
both the magnificent past record of the British banking 
system and these elementary economic facts. 


The Labour Party and the Banks 
By Hugh Dalton 


HAVE accepted the invitation of the Editor of THE 
| BANKER to state briefly the Labour Party’s policy 

regarding the banks,* and I have done so with the 
greater pleasure because, in common, I believe, with 
most good citizens, I am anxious that this and other 
political controversies shall be conducted calmly and 
rationally, and not in a feverish atmosphere of panic and 
counter-panic, of misunderstanding and misrepresenta- 
tion. 

But, in view of some recent sayings and writings, I 
may, perhaps, usefully begin by clearing the ground and 
removing a few crude misconstructions. 

The Labour Party does not propose to “ establish a 
dictatorship,” either in finance or elsewhere. It pro- 
poses to submit a bold and practical programme of 
reconstruction to the electors, and a Labour Govern- 
ment, supported by a majority in the next House of 
Commons, would take the necessary steps, democratically 
and constitutionally, but with energy and speed, to carry 
into effect the programme on which it had won the 
election. It would expect its defeated opponents, even 
if influential and rich, to accept the verdict and the 
discipline of democracy, and it would take for granted 





* I have attempted at greater length to explain and defend this and 
other branches of the Party’s policy in a book entitled Practical Socialism 
for Britain, now in the press, to be published by Routledge at an early 


date. 
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that they would do so, unless and until they themselves 
furnished evidence to the contrary. They would have 
their constitutional opportunity at the following election 
of trying, unless they had been converted in the interval, 
to secure a change of Government. 

The Labour Party does not propose to confiscate, 
either wholly or in part, bank shares or bank deposits 
or any other form of property. When private property 
is transferred to public ownership, or vested in any new 
Public Board or Public Corporation, the Labour Party 
proposes that the proprietors shall be compensated on 
fair and equitable terms, and that there shall be no 
discrimination against those whose property is thus 
transferred, as compared with others whose property is 
left untouched. As regards bank deposits, these would 
continue to be the private property of the depositors, 
and would be no less secure than at present. If the 
present deposit banks were merged in a new Public 
Banking Corporation, of which I shall speak in a moment, 
it is a matter for consideration whether the deposits 
should be explicitly guaranteed by the State, as the 
deposits in the Post Office pros Bank are now. But 
new guarantees of this kind should not be lightly given, 
unless it can be shown that the public interest requires 
them. 

The Labour Party does not propose that the banks 
should be “run by politicians ’’—I notice, in passing, 
that a number of Conservative politicians are at present 
bank directors—or that they should be conducted other- 
wise than with practical efficiency, duly safeguarding the 
interests of their depositors, while serving as instruments 
of planned national development, and of British indus- 
trial and commercial prosperity. 

Having, I hope, disposed of certain misappre- 
hensions, I turn to our positive proposals. These are 
best studied in detail in the Reports issued by the 
Labour Party, which have been discussed and approved 
at its recent Annual Conferences.* These Reports have 
a greater authority than any individual presentation. 


* Two of these are specially relevant to finance and banking, namely 
the Reports on Currency, Banking and Finance and on Socialism and the 
Condition of the People, published by the Labour Party, Transport House, 
Smith Square, Westminster, price 2d. each. 
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The proposals fall under four main heads: (1) mone- 
tary policy; (2) the Bank of England; (3) control of 
long-term credit ; (4) control of short-term credit. I will 
take these in order. 

We are opposed to any return to the gold standard. 
Our dual aim should be the maintenance of a steady 
purchasing power for sterling in terins both of our own 
price level and of as wide a range as possible of other 
currencies.* The price level which we should seek to 
stabilise is not necessarily that of to-day or to-morrow. 
There is much to be said for raising wholesale prices 
above their present levels, provided this is not done by 
restricting production. Nor need such a measure of 
reflation raise retail prices appreciably, if at all, for there 
are Many excessive margins between these and wholesale 
prices which could, by appropriate action, be narrowed. 
As regards stability of exchange, we should seek to 
consolidate and extend the present sterling area. If we 
could extend it into a sterling-dollar area, without 
returning to gold, that would be a notable achievement. 
And there is reason to hope, from President Roosevelt’s 
declarations of policy, that this might be negotiated. 
Nor need we despair of gathering in some late converts 
to monetary wisdom from the gold bloc. But the 
successful pursuit of this dual aim of stable money pre- 
supposes, among other things, ability and willingness on 
the part both of the Government and the Bank of 
England to take the necessary measures and, in particular, 
the planned stimulation and direction of new investment, 
without which it will be impossible either to maintain 
the internal stability of sterling, or to prevent distur- 
bance of the exchanges. 

The Bank of England is doubly unique among the 
Central Banks of the world, in its detachment both from 
Government control and: from the National Budget. 
The Labour Party proposes to bring it into line with the 
best foreign models. No other Central Bank fails to 
make a contribution from its profits to the public 
revenue. Provision should be made for such a contribu- 

* I welcome the able support of this policy by Sir Basil Blackett, a 


Director of the Bank of England, in his book, Planned Money. 
¢ This is well brought out in Sir Cecil Kisch’s standard textbook on 


Centval Banks. 
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tion by the Bank of England. More important is the 
question of the appointment of the Governor and his 
relationship to the Government and to Parliament. He 
should be appointed, as in France and many other 
countries, by the Government and not, as now, in 
effect, by the little group of merchant bankers who 
dominate the Board and counsels of the bank; he should 
be subject, on large issues of policy, to the directions 
of the Government, and he should make an Annual 
Report, considerably more informative than at present, 
which should be laid before Parliament and would thus 
afford an occasion for a periodical Parliamentary discus- 
sion of central banking policy. But there should be no 
detailed or day to day interference, either by Ministers 
or by Parliament, with the operations of the Bank. 
The stockholders would become pure rentiers, entitled 
to a fixed rate of interest on their holdings, which should 
be gradually paid off out of the Bank’s profits. The 
members of the Board of the Bank, which might develop 
into an advisory council to the Government on financial 
questions, should likewise be appointed by the Govern- 
ment, retiring by rotation and should represent a much 
wider range of knowledge, interest and experience than 
the present Board. But I emphasise that neither the 
Governor nor the members of the Board should—any 
more than, say, the Chairman and members of the 
Central Electricity Board—be active politicians. They 
should be the best men the Government can find, best 
in terms both of ability and willingness to do the job.* 
In the larger issues of central banking policy, it is 
idle to ask that there should be “ no politics.”’ Politics 
necessarily enter in. The only choice is between private 
politics, played by an irresponsible Governor, and public 
politics, played by accredited Ministers directing the 
Governor. Mr. Norman has played private politics on 
many occasions: often anti-French and pro-German 
politics—even, it is rumoured, pro-Nazi _politics— 
without much consultation with the Foreign Office; 
sometimes pro-gold standard politics, even when the 


* Willingness is not less important than ability. I like the formula of 
President Roosevelt who, when he set up the Tennessee Valley Authority, 
required its members to make a declaration of their “ belief in the feasibility 
and wisdom of the Act ’”’ establishing the Authority. 
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British Government had declared against a return to 
that discredited monetary system.* Such a dyarchy is 
bad both in theory and practice. Someone must be 
master. 

I turn to the control and direction of long-term 
credits. The present Treasury embargo on new issues 
is an admission of the need for a “ managed ”’ system of 
investment. But this embargo is purely negative and 
obstructive in its operation and lacks legal sanction. 
The Labour Party proposes to establish a National 
Investment Board, consisting, again, not of active 
politicians, but of men of ability, willingness and practical 
knowledge. Every proposed new issue, whether home 
or overseas, would have to be submitted to the Board, 
and could only be made when their assent had been 
obtained. The Board would exercise its discretion on 
particular applications, but would act in accordance with 
general directions from the Government. These directions 
would include an indication of the Government’s pro- 
gramme of planned capital development, in such public 
services as housing and water supply, and in essential 
industries and services brought under public ownership, 
or operated by Public Corporations : e.g. electrification, 
transport, coal and coal-treatment. This programme 
should be secured priority in the supply of new capital 
over demands less urgent from the social point of view. 
The Board would also be furnished with an estimate, 
based on expert advice, of the maximum sum which 
should be lent abroad during any given period, having 
regard both to home capital requirements and to the 
state of the foreign exchanges. As the Macmillan Com- 
mittee observed, the London capital market has in the 
past been better organised for the export of capital 
than for home investment. It would be one of the duties 
of the Board to correct any tendency towards excessive 


export. 





* It was just after such a declaration that Mr. Norman in July, 1932, 
signed a manifesto issued by the Board of the Bank for International 
Settlements in favour of the general restoration of the gold standard. 
For an account of his “‘ foreign policy,’’ which, it is claimed, he has “ firmly 
pursued ”’ and which has been “ in sharp contrast,’’ and often, therefore, 
in sharp conflict ‘‘ with the series of feeble compromises that have charac- 
terised the official British foreign policy,’’ see Mr. Einzig’s laudatory book, 
Montagu Norman ; a Study in Financial Statesmanship. 
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Nor would it deal only with the direction and quality 
of investment. It would regulate the quantity also. 
In times of trade depression, when outlets for new 
investment are few, a large volume of savings runs to 
waste, financing business losses and unemployment. It 
is not less important to find enterprise for savings than 
to find savings for enterprise, and the Board would seek 
to maintain the stream of new investment at a high 
level, and to mobilise funds for a varied and well-balanced 
programme of development and employment. But 
effective steps must be taken, especially through large 
scale open market operations by the Bank of England, 
to keep the long-term rate of interest low. 

I turn to the question of short-term credit. This 
raises the much debated issue of the Joint-Stock Banks. 
These are to-day subject to much criticism, by no means 
confined to members of the Labour Party. The Big Five 
are a Clear case for rationalisation. The number of their 
branches increased by 15 per cent., from 7,423 to 8,538, 
between April 1926, and April, 1933, a most costly and 
wasteful multiplication. Often five branch banks, one 
for each of the Big Five, sit in a row along a street, or 
face each other across a market square. Often, especially 
in London, the same bank has two branches within a 
stone’s throw of each other. Five large and expensive 
Directorates cost, in directors’ fees alone, and excluding 
managing directors’ salaries, more than £300,000 a year. 
Here is an obvious case for economy through amalgama- 
tion. So heavy are the Banks’ running expenses that it 
is understood that a minimum of 2 per cent. has to be 
charged as interest on advances in order to cover these 
alone. This helps to explain why, though bank rate has 
stood for more than two and a half years at 2 per cent., 
and the long-term rate on gilt-edged securities has fallen 
below 3 per cent., the Banks still maintain a rate of 
about 5 per cent., except for a few favoured customers, 
on advances and overdrafts, even when fully secured, 
though they have reduced their rate on deposits, following 
the movement of bank rate, to } per cent. The policy 
of cheap money has been held up, and in large measure 
frustrated, by this obstacle of the excessive expenses of 
the Joint-Stock Banks, and by their lack of enterprise 
in making advances. While their deposits have risen, 
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their advances have fallen. They have, none the less, 
maintained high dividends varying from 14 to 18 per 
cent., during a period when trade and industry have 
been gravely impoverished. This state of things is 
difficult to defend. 

The Labour Party proposes a simple and straight- 
forward reorganisation, namely that the Big Five, 
together with such other deposit banks as could con- 
veniently be merged with them, should be amalgamated 
into a single Banking Corporation, with a comparatively 
small directorate appointed by the Government. (This 
would save about £250,000 a year in directors’ fees alone.) 
This directorate would consist, not of active politicians, 
but of energetic people of ability, willingness and financial 
knowledge, including competent practical bankers. 
Some of the present general managers, for example, 
would be well qualified to serve on it. These, together 
with the managers and other staff of the banks, would 
continue in employment under the new Corporation, 
which would stand, broadly, in the same relation to the 
Government as other existing Public Corporations. It 
would be required to co-operate with the Bank of England 
and the National Investment Board in giving effect to 
the National Plan of Development, but it would exercise 
a large measure of discretion in dealing with particular 
applications for credit. It would be both physically 
impossible and politically undesirable for any Minister of 
the Crown to attempt to adjudicate between the claims 
of individuals or firms to receive advances, and still more 
undesirable that Members of Parliament should intervene 
in such questions of detail. 

The bank shareholders would receive shares, on an 
equitable basis, in the new Corporation, entitling them 
to a fixed rate of interest. These shares should gradually 
be paid off out of the Corporation’s profits. 

The Corporation would be able to bring about large 
economies, by closing and disposing of redundant branches 
and in other directions. Reductions of staff should be 
brought about, not by dismissal of existing employees, 
but by checking new recruitment and speeding up the 
retirement of the older officials on pension. And there 
should be more opportunities of promotion, on merits 
and not on favouritism, for the younger men. 
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Deposit banking, outside the Corporation, should only 
be carried on in this country in future on the grant of a 
licence from the Government. Such licences should be 
readily granted to branches of foreign and Dominion 
Banks, and to other institutions which now receive 
deposits, but should be subject to the condition that 
there was no transfer to the licensee of any substantial 
quantity of deposits from the Banks now merged in the 
Banking Corporation. 

A scheme of reorganisation on these lines would 
rationalise British deposit banking, bring it into efficient 
relationship with other financial institutions and with 
trade and industry, and, by the economies which it 
would make possible, cheapen short-term credit. There 
are, however, differences of opinion in the Labour Party 
as to its urgency relatively to other important changes 
which a Labour Government would introduce. The 
force of circumstances will probably decide this question. 
If the mischievous and unpatriotic talk of a “ financial 
crisis’’ in the event of a Labour Government being 
returned to power, in which Mr. Runciman and others 
have recently indulged, is severely discountenanced, as 
it ought to be, and if the present directors of the Joint- 
Stock Banks show a willingness to co-operate loyally with 
a Labour Government in its policies of development and 
employment, and in so handling their investments as to 
maintain the national credit, it may well be that other 
constructive tasks will seem more urgent than the creation 
of the new Banking Corporation, strong though the case 
for its creation is. But, if events should move otherwise, 
it might be necessary to make this one of the first 
measures of the new Government. 


The Financial Situation in France 
By Joseph Caillaux 


(President of the Finance Commuttee of the French Senate). 
RANCE, no doubt, cuts the figure of a hide-bound, 
and perhaps even of an under-developed nation, 
in a world in which principles, once regarded as 
sacrosanct, are now challenged every day in the welter 
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of economic experiments propagated by irresponsible 
theorists. On all sides we see governments tightening 
their grip and stamping out the last traces of private 
enterprise by the sheer weight of regulations, yet the 
French Prime Minister determines to maintain a régime 
of liberty, controlled indeed, but safeguarded. Whilst 
almost all States seek the solution of their troubles in 
monetary manipulation, France asserts her rigid deter- 
mination to maintain the integrity of her currency. 

The reason is not that she has escaped her crisis, 
for it has attacked the very foundations of her economy. 
But she believes that her suffering is the fitting punish- 
ment for the folly that went before, and that to try to 
mollify its effects by artificial means is to run the risk of 
prolongation, if not indeed of aggravation. 

Nowhere is the position so clear as in the sphere of 
finance. Fortwo years the Government has striven to 
adapt its mode of life to the unfamiliar conditions of the 
crisis; and the same passion pervades the whole nation. 
A heroic decision and an arduous policy, but one already 
being rewarded by happy results ! 

In public finance the crisis began—a budget deficit, 
difficulties in the Treasury, these were the first symptoms 
in our country. But no less here did the first signs of 
recovery appear. 

Swollen beyond all reason in the prosperous years to 
which a short-sighted policy could see no end, the budget 
had of necessity to undergo the first virulent attack. Even 
in 1930 when the decline in business activity was scarcely 
perceptible, the budget would show a deficit of 2} milliard 
francs. Nor then would the financial outlook have been 
disturbing if a maximum expenditure been fixed to be 
scaled down gradually into proportion with economic 
necessities. But the budget carried with it the seeds of 
automatic growth sown by the liberal hands of prodigals, 
quite heedless of the troubles being stored up for 
to-morrow. 

Trapped between an expenditure forced to mount, 
and an income tumbling faster in time with the growing 
stagnation of industry, those whose heavy task it was 
to prescribe for the sickness of the nation’s finances 
might well lose hope of being able to accomplish their 
mission by dint of any normal expedients. And yet, 
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backed by the unanimous opinion of the nation, they 
have selected the avenue of sacrifice and strict economy. 

Necessity forced on them the thankless task of 
unflinching severity; but with the irrebuttable imprint 
of figures the results recorded themselves in the recent 
estimates. Against expenditure at 46,984 million francs 
stands revenue at 47,022 millions, thus showing an 
anticipated surplus of 38 millions. 

Of course, these are but estimates, and it would 
doubtless be unwise to assert that the event will confirm 
them in every detail. Already, indeed, the Chamber has 
been led to vote an increase in the expenditure allocations, 
which, through extreme regard for economy, the Govern- 
ment had fixed at a figure incompatible with the smooth 
working of the services; and experience shows that fore- 
casts may prove incorrect even with such modifications 
as this. Is not the necessity of doubting even the most 
rigid of our calculations and the most certain of our 
expectations the hard lesson which present conditions 
force on our consideration ? 

Perhaps, to-morrow, we will be driven to meet 
expenses of whose existence we do not even dream to-day, 
perhaps, a new set-back to general trade, impossible to 
foresee, will suddenly appear and reverse the upward- 
bending curve of budgetary receipts. No one can be 
certain; but it seems at least permissible to hope that, 
even should a new deficit appear in 1935, it will not 
develop a stature imposing enough to hamper the freedom 
of the Treasury. 

Those who remember the position in 1929, with the 
milliards piled up in the public vaults by a management 
then thought provident, may be surprised to learn that 
the Treasury entered on the crisis burdened with a 
deadweight of liability. But this surprise must be 
modified by further recollection of the warning, repeated 
again and again, that a country should have the elasticity 
of its budgetary resources as its sole reserve against 
contingencies. Warnings were rewarded only with scorn 
heaped on their sponsors. But, events brought striking 
confirmation to that “‘ pessimism ”’ ! ! ! 

Greedy appetites, indeed, were not slow to rend and 
devour a carcass which neither feeble Ministers nor ill- 
informed Parliaments were able to protect. They saw to 
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it that surpluses yet unborn were mortgaged in advance 
for their especial benefit. Thus it was that, on the eve of 
crisis, the Treasury retained nothing but these charges 
on its earlier surpluses. Compelled at once both to honour 
its own maturities and to remedy the budget’s deficit, it 
could do nothing but make large and repeated appeals 
for loans. A sum of 46 milliard francs, raised in thirty 
months, was the heavy price for four years’ prodigality. 

But on the reverse side of the picture, there is now 
a partial improvement. The liquidation and revision of 
the liabilities incurred have freed the Treasury from its 
heaviest burdens; and now, relegated to its true position 
as the nation’s banker, it has only to cope with normal 
maturities to an amount unlikely to cause immediate 
concern. The calm regained may even allow of con- 
solidation and conversion operations made so necessary 
by the issue of short-term loans at excessive rates; but 
it is unfortunately necessary to remember that the 
finances of private enterprise, of which the health must 
be a condition precedent to conversion, do not appear 
to have improved enough as yet to permit us to envisage 
a rationalisation of the Treasury and a revival of public 
credit in the immediate future. 

My nation has lost none of the characteristics which 
have always been the basis of its financial strength. A 
country of thrift, whose people never hesitates to stint 
its present wants in order to increase its heritage, France 
piles up her capital year by year. An unexaggerated 
estimate puts annual savings at a figure of 15 to 20 
milliards of francs. Even if the duration of the crisis, and 
its resultant reduction of incomes, have actually caused 
some lowering of this figure, it must remain no less 
significant. The difference is that now, instead of being 
put to productive uses, these funds lie idle, jealously 
held by a frightened thrift, in the vaults of banks and 
in the stockings of workers. 

And is this surprising? Tracked down and despoiled 
on every side, French capital has learnt, by hard 
experience, the instability of the investments offering 
for it. The misfortune of its debtors, and more often 
their bad faith, have lost it tens of milliards trustingly 
reposed in foreign custody before the war. And worse 
has come since, for the most catastrophic losses did 
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not accrue until the devaluation of the franc, which, 
involuntary though it was, rent from Government 
securities four-fifths of their value at one blow. So now 
hoarding is the only policy for our disillusioned thrift. 
Even the wary will hazard 35 milliards as a possible figure 
as the measure of our buried capital. 

This attitude towards saving would have but little 
consequence if its effect was limited to depriving the 
country of revenue which it could be drawing from new 
investment. But this is not all, for the pushing up of 
interest rates which it involves is big with repercussions 
on the national economy. Tending towards lower levels 
in all the world besides, in France the rates mount 
upwards. The average yield on French Government 
securities, which was 3°70 per cent. in 1931, and 4-73 per 
cent. in 1932, has risen subsequently to over 5} per cent. 
to enervate the whole financial activity of the country. 
Again, the monthly average of new issues, which stood at 
24 milliards in 1930, has fallen to a few hundreds of 
millions during the last few months; and the turnover 
on the Bourse has declined to such an extent that, on 
some occasions, it has been extremely difficult to find a 
buyer or a seller, as the case may be, to fulfil even the 
smallest order. 

This atrophy of the market has not affected only the 
Government, compelled by it to pay excessive interest 
rates. In precluding private enterprise from obtaining 
vital capital, and in forbidding the institution of con- 
version operations by which to reduce the financial burdens 
crushing enterprise in too many cases, it constitutes one 
of the major obstacles lying athwart the adjustment of 
business activity to changed economic conditions. 

It is no exaggeration to assert that to-day the problem 
of interest rates dominates the position of private enter- 
prise, and that the solution of this problem is one of the 
essential tasks before the new Government. And there 
can be no doubt that this task will be made the lighter 
by the pre-eminent position of the franc; for the 
exceptional strength of our currency is a factor par- 
ticularly favourable to the reduction of interest rates. 

At no time since the crisis began has the stability of 
the franc been the subject of any serious doubt. Admit- 
tedly, there have appeared in the press polemics in 
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advocacy of new devaluation, and certain of these have 
even found their way into Parliament. But the most 
ardent advocates of such a policy always speak of it as the 
outcome of an arbitrary act of the legislator, and never as 
the inevitable counterpart of a period of unstable money. 
And further, for three years past, many of the great 
international markets have sent their funds to France for 
protection against depreciation, and the influx of these 
funds, making the greater part of our credit balance of 
payments, pays the highest compliment to the stability 
of the franc. 

But, at the same time, this imposes a heavy responsi- 
bility. Finding itself unable to settle down for all time in 
one country, this capital is bound to leave France one day 
and pursue its vagabond way once more. When the period 
of actual insecurity is over, the flow of capital will be 
reversed ; and, however swift the change-over may be, it is 
vital that France shall put no obstacle in its way. This, in 
fact is the one common aim of the whole policy of our 
Central Bank. 

Heedless of the voices of the sirens, who sing the 
praises of a hollow hegemony in its ears, hoping to obtain 
unjustifiable credits, the Bank of France has refused to 
allow itself to mortgage its precious gold reserve. Instead 
of exploiting the credit facilities provided by the size of its 
gold reserve, the Bank has preferred to limit its commit- 
ments to an exceptionally modest figure. There can be no 
doubt of the integrity of a currency whose note covering 
exceeds 80 per cent. 

Does this imply that the Bank of France, weighed 
down by dull responsibility, will always maintain its 
present attitude of passivity? Indeed it does not; and if 
ever such a suggestion was put forward the whole history 
of our bank of issue would reiterate denial. 

Before the war the Bank of France was eager to 
support harassed foreign banks—the Bank of England 
not excepted. We are ready to repeat our help so soon as 
currencies are stabilised and present policies renounced. 
Should not all present endeavour be towards such 
international collaboration ? 

Three years of crisis have given proof, if indeed such 
proof was needed, that no country, however strong, 
however endless may be the spread of its dominions, can 
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boast ability to solve its assailing difficulties unsupported. 
France, throughout, has pursued the policy dictated by 
her traditions and her love of order and reason. Other 
countries have taken another road which appeals to their 
youth and their foolhardiness in danger. It is no injury 
to either side to assert that neither has yet attained its 
set objective. No longer can countries focus their prob- 
lems with regard to their immediate interests alone. 
Common hardship has reinforced the international links 
forged by economic evolution. What avails it to France 
that she has set her public finances in order once again, 
and that she has maintained the value of the franc 
unimpeached, if suddenly, to-morrow, world crisis returns 
to suck away the strength from the whole financial 
structure thus so laboriously restored? What avails it 
to Great Britain that she has reduced her industrial cost 
of production if the bankruptcy of her customers shuts 
her ports and smashes the last vestiges of international 
trade? 

The road to calm lies in the subordination of petty 
bickerings to the great common ideals of all nations. 
France is ready to set out along this co-operative road. 
She wants the company of all other nations on her march. 


The Banks and the Stock 
Exchange 


By Hargreaves Parkinson 
Stock Exchange Editor of ‘‘ The Economist” 


HREE years ago, the Stock Exchange Committee 
reduced the share of outside agents in “‘ House ”’ 
commissions to 33} per cent., but left the banks’ 

share at 50 per cent. The critics who then drily 
observed that discretion was the better part of valour 
might have remembered another proverb regarding the 
elusive nature of human motives. Undoubtedly, when 
the Stock Exchange authorities, Elliot-like, desired to 
invite the banks cheerfully to accept a reduction in their 
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quota of commission, they found the drawbridge raised 
and the main-gate barred against them. For those who 
have no guid pro quo, however, the status quo is usually 
the wisest alternative. By putting expediency before 
dignity, the Committee came out of the encounter with 
honour. The Stock Exchange is not a sovereign aut- 
arkic government, but a democratic trading body, and 
the decision admittedly secured the greatest good of the 
greatest number of members. 

The interest aroused in the “lobbies ”’ of the Stock 
Exchange by the controversy is itself a tribute to the 
closeness of the ties of common interest between the banks 
and the ‘“‘ House.”” For practically a century, the prin- 
ciple of mutual profit-sharing has been applied, on the 
whole with mutual satisfaction, to the increasing volume 
of business which has reached the Stock Exchange 
through the agency of the great financial institutions. 
The Stock Exchange has a magnificently organised “‘ head 
office,’ but no official collecting machinery. In fact, 
business finds its way to the floor of the “‘ House ”’ through 
a multitude of private channels. These range from the 
country broker and the full-time remisier, to the nonde- 
script camp follower, of high or low degree, who supple- 
ments an undefined variety of semi-financial activities 
by the judicious ‘‘ recommendation” of particular 
securities. Such a system, or lack of system, may be 
indispensable to an institution which combines nation- 
wide activity with a steadfast refusal to employ the 
resources of scientific modern publicity. It obviously 
leaves the door open, however, to many abuses, and 
there can be little doubt that the Committee were well 
advised to ensure that those external services with which 
the Stock Exchange could not afford to dispense should 
at least be secured at the lowest possible cost. Setting 
aside considerations of amour propre, the guiding principle 
in these matters must be “ what the traffic will bear.”’ 

In itself, however, the fifty-fifty commission ratio, 
for business brought to the “‘ House ’”’ by the banks, is 
not disproportionate to the value of the work performed 
by the two parties. None of the cost of maintaining ten 
thousand bank branches, as collecting and despatching 
centres for security business, falls on the Stock Exchange. 
The latter, left to itself, could not afford to maintain one- 
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tenth of the points of contact and control, in every town 
and village in the land, which the banking system places 
ready to its hand. 

The economic advantages of the liaison, however, 
outweigh even the geographical. The local bank manager 
tends increasingly to perform the multifarious functions 
of a general financial practitioner. His connection 
with his customers is professional rather than social, 
official without being officious, detached but not cold- 
blooded. Those who see him are in a mood to listen to 
financial counsel. It is impossible to be anything but a 
realist when one is conversing with an adviser who knows, 
to a penny, the amount of one’s balance. Besides, every 
customer is aware that, once an order has been given, 
the bank will see it through. The Stock Exchange has 
a salutary jealousy for its reputation. Its action at the 
time of the Hatry disaster revealed the extent of the 
corporate resources it was capable of mobilising, for 
the protection of its members and clients, in a supreme 
emergency. So long, however, as it possesses no per- 
manent Guarantee Fund, it does not, and cannot, hold 
out immunity to all clients for the defaults or defalcations 
of individual members. The banks, however, can and 
do guarantee the completion of every order placed through 
them. 

Their customers know, moreover, that, once a security 
has been bought, the local bank branch will assume all 
the duties of an efficient and conscientious robot. It will 
hold documents for safe keeping, receive dividends, 
present and collect coupons, pay calls on their due dates, 
etc., etc. These are valuable facilities, for which the 
bank, in the ordinary way, makes no charge. It is 
reasonable to suppose that knowledge of their availability 
tends to increase the amount of security business which 
investors are prepared to undertake. Is it just, or even 
expedient, that the cost should fall entirely on the banks, 
or on those who ultimately foot the bill for other services 
which the banks supply? Should not the Stock Exchange, 
as a direct beneficiary from everything that makes secu- 
rity dealings widespread, convenient and safe, be willing 
to share in the “ incidentals,’”’ by way of a return of 
commission ? 

Complaints are unofficially but not infrequently 
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voiced, by certain Stock Exchange members, that “‘ bank 
orders’ are not widely diffused over the “‘ House,’ but 
tend to be concentrated on a limited number of the 
larger broking firms. It is difficult to generalise, as the 
practice of different banks is not identical. Broadly, 
however, direct buying and selling on behalf of the banks 
themselves, as distinct from operations on behalf of 
customers, is effected through a limited number of the 
larger stockbroking houses. This is common form among 
institutional and private investors whose regular tran- 
sactions run into large sums. The securities with which 
they are concerned are mainly Gilt-edged, and there are 
indubitable economic and financial advantages in the 
employment of a strictly limited number of intermediaries 
with influential connections, experience and resources. 
The process, moreover, is not one-sided. Life in the City 
of London is a matter of give-and-take. The larger Stock 
Exchange firms have banking accounts of major magni- 
tude. They may have the “ placing’”’ of underwriting 
in connection with important new issues. In many other 
ways, they may influence business which, from a bank’s 
point of view, is both legitimate and profitable. 

As regards Stock Exchange orders placed through the 
banks by their customers, however, the position is some- 
what different. There is no hard and fast rule, and 
practice may be affected both by contemporary policy 
and historical tradition. The banks, very wisely, are 
reluctant to disturb existing customs. The present 
writer is aware, for example, of a Stock Exchange firm 
which retains a large business from certain West Country 
branches of one of the Big Five banks by virtue of its 
having acted in the same capacity in by-gone days, when 
the branches belonged to a private company of country 
bankers. Broadly, however, the banks endeavour to 
‘‘ spread ” the business over as large an area of the Stock 
Exchange as possible. In practice, stockbrokers, large and 
small, find, on the whole, a certain tendency to uniformity 
in the proportion of “ routine’? bank business which 
comes their way in the course of each fortnightly Account. 
Hence, they are inclined to infer that each bank has 
something resembling a ‘“‘ quota system ’’ for the firms on 
its list. 

The preferences of individual customers for particular 
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firms, however, are scrupulously respected. Where 
individual branches have established direct, friendly and 
helpful relations with London brokers, a similar principle 
may apply. Local managers may “ earmark ”’ particular 
orders, but there is no hard and fast rule. There may be 
a tendency for some of the bigger business to gravitate to- 
wards the larger firms and a certain amount of unofficial 
competition may subsist between firms to secure it. 
Weighty economic advantages, however, may be urged, 
in this respect, to reinforce the placing of the larger orders 
with the larger firms. On the whole, it is true to say that 
there is no widespread or deep-seated dissatisfaction 
among Stock Exchange firms with the actual placing of 
bank orders from customers, though some inevitable good- 
natured grumbling may be heard from time to time. 

Stock Exchange firms may have a more legitimate 
grievance where the over-zealous local manager attempts 
to influence customers, who have formerly dealt direct, 
to place their orders through his branch. Instances 
have been reported of the exertion of pressure on cus- 
tomers who have left their security business, with other 
security responsibilities, in the hands of their bank during 
temporary absence abroad, to continue that policy on their 
return. Most stockbrokers, however, would readily 
admit that such instances were the exception rather than 
the rule. 

The tendency, indeed, does not work merely one way. 
As a customer finds his security business increasing, he 
tends increasingly to prefer direct relations with his 
stockbroker to indirect contact through his bank. The 
former policy does not merely gratify a very human 
sense of pride and importance. It also affords the 
indubitable advantages of personal contact with a 
security specialist. The most able branch bank manager 
is only a general practitioner, whose advice, in a highly 
expert branch of finance, can at best be given only at 
second-hand, and at worst may have the element of 
danger inevitably associated with well-meaning but 
“amateur ’”’ effort. In investment matters further, the 
“ personal touch’ counts for a great deal. A customer 
will open his heart to the friendly bosom of his stock- 
broker, and discuss his family affairs (and even those of 
his friends!) with a freedom which the professional 
L 
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atmosphere of the friendliest bank manager’s office fails to 
evoke. 

There is another branch of bank business with the 
Stock Exchange, whose importance is steadily increasing, 
year by year. All the banks now have trustee depart- 
ments which administer, in the aggregate, a considerable 
number of personal and corporate estates. At regular 
annual intervals (sometimes even more frequently), it is 
the practice of these departments to send their security 
‘lists’ to stockbroking houses, for examination and 
revision. The practice works well, and there is no dis- 
satisfaction, so far as the present writer is aware, with 
the manner in which the business is distributed. When 
the Stock Exchange Committee revised its commission- 
sharing arrangements, however, the proportion accruing 
to the banks on trustee business was reduced to one- 
third, although that on general business was maintained 
at one-half of the whole. 

The logical conclusion of the arguments advanced in 
this article is that the Stock Exchange has no fundamental 
fault to find with its professional relations with the banks, 
which it regards, on the whole, as profitable and con- 
venient. A local bank branch is not merely a collecting 
station for a great deal of business which it would not 
pay a broker to collect for himself. It also acts as a 
buffer between the broker and innumerable earnest but 
troublesome small clients, for it is proverbial among 
stockbrokers that the “‘lessthe order the greater the WorTy. 

It is a moot point whether much * small” business 
can really be profitable in any circumstances. It is quite 
certain that a good deal of it could never be carried on at 
all without the economies of collection, assembly, and 
technical efficiency which only the banks can provide. 
With bank orders, there is no delay in completing 
transfer forms, passing cheques, or the hundred-and-one 
details which are liable to upset the routine working of a 
great machine. The true justification for the present 
profit-sharing arrangements is not the fear that in their 
absence the banks might be impelled to establish a 
species of security-clearing system of their own. Rather, 
it is a mutual recognition that the division represents a 
fair appropriation of the reward for economic services 
rendered. 











Bank Loans to the Stock Exchange 
By a Correspondent 


the Banks’ ‘‘ Money at Call and Short Notice”’ is 

money lent to Stock Brokers and Jobbers. The exact 
amount is not disclosed but it runs into many millions 
and varies considerably according to the activity or 
quiescence of the market. The total has been increasing 
steadily as the last depression has receded, but it may be 
still below the figures for the period w hich immediately 
preceded the Hatry crash. Those figures were probably 
the highest of the post-war period and above those which 
ruled before the War. Taken, however, as a proportion 
of bank deposits, the pre-war figures were probably 
relatively higher over long periods than any post-war 
total owing to the volume of speculative business 
“carried over’ by the brokers for their clients. As 
carrying over” generally means giving time to a 
speculator who is unwilling or unable to complete his 
bargain on Settling Day, its decline is a good thing 

The charge that bank loans to members of the Stock 
Exchange represent money lent to finance speculation, 
though it has a modicum of truth which makes it difficult 
to refute entirely, shows a lack of perspective sometimes 
based, one fears, on prejudice. Mainly such loans repre- 
sent the financing of a market which, though many inter- 
mediate transactions are cancelled out and a vast amount 
of business is settled daily, adds some forty million pounds 
to the total of cheques paid through the London Clearing 
each Settling Day. If it were possible for every trans- 
action to be completed on a given day presumably the 
brokers (but not the jobbers) could work without any more 
capital than every broker must possess before he can 
become a member of the House. In practice, however, 
under the rules devised for the smooth and safe working 
of the Exchange, the broker has to honour within the 
prescribed time the bargains he undertakes on behalf of 
his clients, whether he receives payment from them or not, 
and this money may be delayed for any one of several 
quite natural reasons. He thus needs working capital 
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primarily on the same grounds as any other dealer whose 
business involves a multiplicity of unevenly-timed pay- 
ments and receipts. Secondly, he keeps current accounts 
for clients who do much business with him and those 
accounts are not always in credit. Thirdly, there is the 
purely speculative element; carrying over stocks and 
shares for clients and speculative purchases for himself. 
To these may be added a certain amount of option business 
in which it is the practice for the broker to play for 
safety by buying and setting aside, say, a half the amount 
of the security he has given his client the option of buying, 
at a price, at some future time. Naturally, all securities 
bought have to be paid for; if not by the client, then by 
the broker. 

In the above fanciful assumption of the possibility of 
perfectly timing every settlement, the jobber was ex- 
cluded for the reason that he may be regarded as a sort of 
wholesale dealer who provides the broker with what the 
latter retails to his clients. As such he may be under the 
necessity of carrying supplies just as any other whole- 
saler does. In theory, he endeavours by price adjustment 
to balance his sales and purchases each day, but inasmuch 
as nobody can go out into the highways and compel people 
to sell him stock of which the demand temporarily exceeds 
the supply, considerable amounts of stocks and shares are, 
almost of necessity, carried by the jobbers. The con- 
tinous and smooth functioning of the Exchange, which is 
a matter of the highest importance in that the whole 
community profits by the position of London as the 
world’s financial centre, could hardly be possible other- 
wise. It may be remarked that members of the provin- 
cial Stock Exchanges borrow under somewhat varying 
conditions but their operations are mainly of only local 
importance. 

Some members of the Stock Exchange employ their 
own capital only; others make use of the undoubted 
convenience of bank money and avoid disturbing their 
private investments: others, again, could not carry on 
without the assistance of their bankers. 

Stock Exchange loans fall into two classes, those to 
brokers and the jobbers in markets other than the gilt- 
edged or ‘‘ Consol’”’ market and those to the “ Consol” 
jobbers against British Government securities. As might 
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be expected from what has been already written, the 
jobbers take the larger share. 

In the case of the brokers and the jobbers outside the 
Consol market, the loans run from one Account Day to 
the next and are not subject to recall in the interval 
except upon some default in the matter of the security. 
This does not prevent intermediate additions and repay- 
ments being made as business requires or permits. A 
margin in the value of the securities deposited is required 
and varies from, say, 5 per cent. to 20 per cent. according 
to the class of security. The minimum rate charged by 
the London Clearing Banks on this class of loan has been 
23 per cent. ever since the Bank Rate fell to 2 per cent. 
For many years prior to that the minimum was $ per cent. 
over Bank Rate. Variations above the minima are made 
where the security, though not entirely unacceptable to 
the Bank, is not quite up to standard or where the Bank 
recognises that a loan is being taken purely for a specula- 
tive transaction, as for example in “ stagging’’ a new 
issue. The cases are exceptional, however, as the Banks 
do not regard a high rate as a valid excuse for bad business. 
It is, of course, open to the Banks to increase rates for the 
purpose of discouraging borrowing either by a particular 
individual or borrowing in general when the supply of loan 
money is short. 

Each Settling Day the broker sends his Banker a list 
of the securities he proposes to leave as cover and states 
his loan requirements which must be within the limit the 
bank allows him, a matter dependent on the volume and 
nature of the broker’s business. He usually deposits the 
holdings least likely to be disturbed as a certain amount 
of trouble, expense and delay are incurred when registered 
holdings have to be moved, it being understood that all 
registered and inscribed holdings are transferred into the 
name of the bank’s nominee company immediately they 
are deposited. A general pledge of all securities deposited 
by the broker is held by the bank and this pledge holds 
good, even if the securities are the property of the broker’s 
clients as, of course, many of them are. In one respect 
the stockbrokers are in a better position with regard to 
their loans than the bill-brokers and discount houses who 
take the major portion of the ‘‘ Money at Call and Short 
Notice’; there is a tacit understanding that the banks 
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will not in ordinary circumstances restrict or recall their 
loans within the agreed limits, whereas they may, and do, 
call from the bill-brokers whenever it suits them to do so. 

The position of the jobbers in the gilt-edged market is 
somewhere between the two. They borrow more money 
than the brokers, it is taken on a day-to-day basis, and 
the rates are nearer those of the money-market than those 
of the stock-brokers and other jobbers. Like the bill- 
brokers they are liable to be called upon to repay loans 
when the bank is short and often the rates are a matter of 
negotiation. Normally the rate to these jobbers is one- 
half per cent. below Bank Rate. In regard to the security 
the same practice is followed as with the stockbrokers 
and the rapid and accurate movement of large amounts 
of inscribed and registered stocks in and out of the names 
ot the banks’ nominee companies calls for a considerable 
amount of organisation and the best of staff work. 

In November last the minimum rate for loans to bill- 
brokers was reduced from one per cent. to one-half per 
cent. and it may have been wondered if the stockbrokers 
might not now get rid at least of that quarter per cent. 
which they have been paying above the former standard 
rate. This is perhaps unlikely for several reasons. 
They are not quite in the same position for bargaining 
as the ‘“‘ Consol ’’ jobbers who in any case may possibly 
be considered to get their money too cheaply. By taking 
large sums with a day-to-day reference to the Managers of 
their banks the jobbers have been favourably placed tor 
negotiation and have kept their rates down to a half per 
cent. below Bank Rate and less. Whether this is a reason- 
able rate from the banks’ point-of-view is doubtful but 
inasmuch as the money forms part of their liquid re- 
sources the alternative to a low rate under present 
conditions is to keep the cash in their tills. 

The brokers’ rate of two-and-three-quarters per cent. 
may seem high in comparison but this charge is for money 
tied up, nominally for a fortnight, but actually, as has 
been seen, for long periods. Moreover, the amount is not 
relatively large. Thus there is a greater element of 
competition as against other avenues for employment of 
the funds. However that may be, the existing rate is, in 
fact, well-earned by the banks. The scrutiny of a multi- 
tude of holdings, all of which must be fully negotiable, 
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officially quoted and free of liability; the calculation of 
their values; their safe custody; their transfer to and 
from the nominee companies maintained for the sole 
purpose of holding such securities, all call for highly 
skilled work by the bank staffs. One other point the 
banker doubtless has in mind. If he fixes the rate much 
below the yield which can be obtained on investments 
there will be a great temptation for the brokers to carry 
as much security as possible on the banks’ money and 
pocket the difference. For obvious reasons this is un- 
desirable. It should be mentioned that very little of the 
rate represents insurance against risk of loss; the banks 
rarely make bad debts in connection with these loans 
owing, apart from the collateral, to the integrity of the 
members of the Exchange as a class and the strictness of 
their self-imposed rules. 

The question of speculation is never long absent from 
any discussion of the banks’ Stock Exchange loans. 
Inasmuch as nobody buys a thing the value of which he 
expects to depreciate, all business is speculative. Where, 
then, is one to draw the line? In pre-war days, it may 
be suggested, there was a much clearer line of demarcation 
than exists at present. On the one hand, were those 
people who made investments on the most permanent 
basis possible; on the other, were those who frankly 
bought and sold for the rise and fall, the “ stags’”’ and 
those who wasted their substance in paying contangoes. 
Nowadays, the most conservative of trustees will submit 
lists of their securities to their brokers periodically for 
changes to be made where any advantage is to be secured 
and there is hardly an investor who does not make his 
selection with one eye on the yield and the other on the 
possibility of capital appreciation. Are these speculators ? 
Hardly so; it is perhaps a question of the extent of the 
individual’s operations or of his mental processes. 

Much speculative business, whether of broker or 
client, is hidden among the ramifications of legitimate 
business and probably does no great harm there. Your 
speculator must necessarily be a perceptive person and 
up to a point his stimulus tends to keep markets actively 
healthy with a keen adjustment of values. He brings 
business to the brokers and the banks. But directly his 
activities amount to more than a small fraction of the 
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total business done, the harm he does outweighs the good. 
From being adjusted, values are entirely falsified and 
widespread disturbances are created. Ultimately serious 
losses are suffered, too often by entirely innocent parties. 
Therefore the banks, acting for the common good, do 
avoid, as far as they reasonably can, giving any support 
with their loans to purely speculative operations. 









Banking and Industry 
By a Correspondent 
J other day a banker friend of mine was having 






his hair cut by the chatty head of the local hair- 

dresser’s shop. Somehow the subject of banks 
came up, and from the way the wielder of the scissors 
spoke about the machinations of finance it was evident 
that he nursed a grievance. My friend was curious 
enough to pursue the matter. It turned out that the 
aggrieved barber was anxious to set up a second business 
in the neighbourhood, for which he wanted his banker 
to supply the funds. Nothing would induce him to see 
that this was a capital risk and hardly banking business. 

British banks have always contended that it was not 
their proper function to provide fixed capital, whether 
for barbers or for Big Business. The subject was very 
exhaustively studied by the Macmillan Committee. 
The Committee reported that while there were un- 
doubtedly certain gaps in the financial facilities provided 
for industry, they considered it for various reasons 
‘doubtful whether the banks can with advantage 
depart from their traditional banking sphere.” 

There was no doubt, the Committee felt, that in 
regard to the principal function of banking, the provision 
of short-term credits, “‘ British industry certainly suffers 
under no handicap in comparison with competitors.” 
On the contrary, “the great English banks . . . use 
and have used their resources freely, sometimes too 
freely, in the provision of advances to industry.”’ The 
gaps to which the Report referred were of a different 
character. It was questionable firstly whether our 
financial organisation was as fitted as it might be to 
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supply industry with intermediate credit of from one to 
five years, and with longer dated capital, and secondly 
whether small and medium-sized businesses were not at a 
particular disadvantage owing to their inability to 
appeal directly to investors by public issues. The 
Committee concluded this section of their Report by 
recommending inquiries into the methods by which 
other countries attempted to solve these problems. 

In a number of other countries the banking system 
has undoubtedly been more closely associated with 
industry than was the case in Great Britain. The German 
banks are a case in pont. Nevertheless, there is a good 
deal of misconception regarding the extent to which 
they were ready to prov ide long-term capital resources. 

Analysis of the balance-sheets of the principal German 
banks shows that the direct participation in industry 
(shares and debentures), which fig sures mainly under the 
headings of ‘Securities’ and ‘‘ Syndicate Participa- 
tions,’ dropped from g-5 per cent. of total assets in 1913 
to 2-4 per cent. in 1928. Even making allowance for the 
fact that hidden reserves were largely held in this form, 
and for a certain amount of window-dressing, it is 
evident that the part played by this form of investment 
at any rate after the War was not very considerable. 

Thus even ina country generally regarded as the model 
of intimate co-operation between industry and the 
banks, the industrialist could not go to his bank for 
direct assistance in the shape of long-term capital. What 
he could do, however, was to get his bank to arrange 
public issues of shares or debentures for him. As long 
as the public at home or abroad was ready to subscribe, 
all went well. But unfortunately the capital markets 
ran dry before German industry had completed its 
extensive programmes of rationalisation. The banks, 
partly owing to their close associations with industry 
and partly owing to their hopes of placing issues in the 
future, stepped into the breach and provided, nominally 
in short-term form, credit which was utilised for capital 
purposes and in fact proved to be long-term, if not 
irrecoverable. That was the real cause of the weak 
position in which the crisis of 1931 found the German 
banks. And although it may be that no banking system 
would have stood up to the concentrated run to which 
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the German banks were subjected in that “ annus 
terribilis,” British banks may well hold their more 
cautious policy to have been fully justified by events. 

Nor was the experience of the United States any 
more encouraging. It has always been the contention of 
American bankers that their system of unit as opposed 
to branch banking produced a more liberal and equitable 
distribution of credit. The personal relationship between 
banker and customer has been retained, it was held, 
and local money was not drawn away by an unsy mpathetic 
head office to be placed on the New York market or to be 
lent to large concerns in the big cities. However that 
may be, they had, notably the smaller country banks, 
employed their depositors’ money to a considerable 
extent in financing capital investments. It was not so 
much that their industrial credits were frozen, as in 
Germany, but rather that they had advanced very large 
sums to customers against the collateral of industrial 
securities, and that under the heading “ investments ” they 
had considerable holdings of these securities themselves. 
As the depression progressed these assets became 
unrealisable, and the situation culminated in_ the 
catastrophe which forced President Roosevelt to proclaima 
complete banking moratorium as his first action on 
assuming power. 

I have not the space to deal with other foreign banking 
systems, with the French Banques d’Industrie and 
Banques de Depots, for example. But it is safe to say 
that there are very few, if any, examples of successful 
direct participation of deposit banks in industry, and 
that the whole experience of the crisis shows the impor- 
tance of avoiding a lock-up of banking funds in industry 
for capital purposes. The principle laid down by 
Mr. Frederick Hyde of the Midland Bank before the 
Macmillan Committee, that before making “‘ advances toa 
customer for capital expenditure we want to be pretty 
well satisfied how we are going to be repaid,’”’ probably 
represents the extreme limit to which a sound deposit 
banking system can go. 

What then is to be done about the gaps mentioned 
in the Macmillan Report ? 

The problem of long-term credit for enterprises of 
sufficient size and standing to make public issues of 
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shares or debenture capital is undoubtedly solving itself 
under the pressure of cheap money. It is true that some of 
the depressed industries may have difficulty in obtaining 
capital, but this is chiefly because they have not yet suc- 
ceeded in setting their respective houses in order. In 
any case, the Bankers’ Industrial Development Com- 
pany with the Bank of England behind it and practically 
unlimited resources at its disposal is operating in this 
field. It has been responsible for financing a number of 
important schemes, notably, as the Chancellor pointed 
out recently in the House, for the installation of the 
very large steelworks at Corby, in Northamptonshire. 
Thus, having regard to the fact that investment trusts, 
insurance companies and similar institutions are tumbling 
over each other in their anxiety to find good long-term 
investments at a reasonable yield, there seems little 
point in contemplating the establishment of new 
organisations for this type of business. 

Nor is “ intermediate credit *’ for periods ranging from 
one to two up to five years as difficult to obtain to-day 
as it probably was four or five years ago. The Macmillan 
Committee divided the transactions for which such 
credit is required into three classes, namely: (i) hire- 
purchase or instalment sales; (ii) advances against 
deferred payment; and (iii) long-term contracts. It was 
even then of the opinion that adequate credit facilities 
for all these classes were being developed as regards 
domestic business, and there is no doubt that in the 
meantime considerable progress has been made. The 
gaps which the Committee felt existed in respect to foreign 
business of this type are also in process of being closed. 
The great merchant-banking and acceptance houses have 
written off most of their bad debts and are feeling more 
comfortable. They are, moreover, faced with what may 
well prove a permanent contraction of their principal 
source of bread-and-butter revenue—acceptance financ- 
ing of commodity trade. In these circumstances they 
are naturally exploring every possibility for profitably 
employing their funds and would probably finance most 
export contracts or business on deferred payment, 
provided that reasonable security were forthcoming. 
When the term of the loan is too long for their liking, they 
are generally in contact with investment trusts or finance 
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houses prepared to step into the breach. Since the 
merchant-bankers have an unrivalled experience of inter- 
national business, it is here again doubtful whether there 
is much room for new institutions. 

There remains the problem of the small business, or 
let us say, for the sake of argument, of the barber of my 
story. Suppose he was a really good barber or hair- 
dresser; suppose that had he obtained the needed 
assistance he could have opened up a new trade in 
‘perms,’ affording “ satisfactions ’’ to the local maidens 
(and gallants) and increasing the circulation of wealth. 
Suppose that he had been unable to pursue the orthodox 
course of saving the necessary capital owing to unfortu- 
nate personal circumstances, for example, a sick wife. 
Ought anything to be done about it, and if so, what ? 

In a recent article in these columns, Mr. Gibson 
Jarvie, whose new enterprise, ‘‘Credit for Industry, Ltd.,” 
represents the first organised attempt to supply long- 
term capital to the small man or company, quoted some 
interesting figures from the Annual Reports of the Board 
of Trade. These showed that in spite of the much- 
discussed progress of large-scale enterprise the average 
capitalisation of joint-stock companies in England and 
Scotland had only risen, between 1914 and 1933, from 
£40,000 to £45,000. Taking it all in all, and including 
the innumerable enterprises in trade, agriculture and 
industry which are not in company form at all, it is 
still true to say that the bulk of the business by which 
this country lives is carried out by the small man. 

Moreover, even if large-scale planning under Govern- 
ment supervision is likely to increase, there is no reason 
to suppose that it will be exclusive. The greatest task 
facing us in the economic field is really that of finding 
new ways to take in each other’s washing. It is possible, 
to use a metaphor once employed freely in the United 
States, to hoist ourselves up by our own bootstraps. 
Indeed, only thus can the capital and labour set free by 
the staple trades be fully employed. We must find new 
demands to satisfy, new services to render, among our 
own people, if the unemployed are to be absorbed. 
And for the sensing of these demands the individual 
initiative of thousands of small traders and manufacturers 
throughout the country is likely to prove at least as 
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important for the progress and well-being of the nation as 
the activities of Big Business, however well-planned they 
may be. 

I cannot help feeling that here lies the most important, 
indeed probably the only major gap in our financial 
system. Admittedly it is extraordinarily difficult to 
fill. Naturally the man who is engaged in building up 
his enterprise ab inztio finds that lenders are apt to regard 
his particular business as untried and _ speculative. 
Realisable security is generally lacking, and there can of 
course be no comparison with business such as that done 
by the Agricultural Mortgage Corporation. Land is always 
saleable at a price; plant is often worthless. Nevertheless, 
the field is well worth exploring and the experiment of 
Credit for Industry should be carefully watched. If 
it proves successful, there is no reason why, as the 
Macmillan Committee itself suggested, there should not be 
room for a number of organisations on similar lines, 
including some prepared not only to grant loans but also 
to take equities. 

In an article on the subject last May, The Economist 
stressed the importance of the active co-operation of the 
joint-stock banks, with their network of branches all 
over the country. It should be possible for our hair- 
dresser to go to his local bank and for his proposition to 
be forwarded through some recognised channel to Credit 
for Industry or whichever organisation seems best fitted 
to deal with it Or if the banks think this involves too 
much responsibility, they should at any rate be prepared 
to offer their advice, to tell their customers who to go 
to and how to set about it. This question of advice is 
particularly important for the small local business man. 
To the head of a large concern the whole City of London 
is open; he can consult merchant bankers, stockbrokers, 
financiers at will. It is, however, difficult to see on whom 
the local man can rely, if not on his branch manager. 

There is no doubt that the great banks may fairly 
argue that in the light of recent experience there is no case 
for a change of their traditional banking methods. But 
the imponderables, the questions of personal relation- 
ship, of the extent to which the banker can be the financial 
advisor of his customer, lie in a different sphere altogether. 
It is one thing actually to undertake business which does 
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not lie within the legitimate scope of banking, and quite 
another to maintain the close contacts with industry on 
the one hand and the financial organisations catering for 
its long-term needs on the other hand, which may be 
necessary to bring the two together. 

[t is by no means essential for the banks to participate 
directly in new financial enterprises of the type env isaged. 
The abuses made possible by subsidiary ‘‘ Security 
Companies’ on the American model are fresh in the 
memory of all. The banks must moreover be careful 
that no suspicion arises that they are mothering institu- 
tions designed to unload their frozen credits directly or 
indirectly upon the public. British finance has followed 
traditional lines of independent specialisation from which 
there is no reason to depart. What I have in mind is 
that the banks should have departments fully con- 
versant with all the manifold financial facilities provided 
by the City of London and in the provinces, and that 
their advice should be available either directly or through 
the branch managers to customers, large or small, who 
may wish for it. If it is considered necessary, a small 
commission on business done would amply provide for any 
expenses. 

The Macmillan Committee emphatically took the 
view that a closer advisory relationship between finance 
and industry was desirable on all grounds. While 
repudiating the idea that the banks should in any way 
manage industry, they maintained “that in any com- 
munity which wishes to keep in the path of progress the 
financial and industrial worlds should be closely integrated 
through appropriate organisations.’ And if that 
integration is to be efficiently carried out, particularly as 
regards smaller-scale industry, the great banks must 
not refuse to play their part. 


The Banks and New Issues 


By a Member of the Stock Exchange 


HE relationship between the banks and the new 
issue machinery of the joint-stock system is 
characteristic of many British institutions. Being 

loose knit and vaguely defined, the connection has been 
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subjected to criticism on grounds of logic and the re- 
quirements of any co-ordinated policy, but it offers the 
inestimable complementary advantages of flexibility and 
independence of function. While critics may complain 
of the superficial irresponsibility of the banks in lending 
their names to prospectuses and commiserate at the 
losses of numbers of small investors who are alleged to be 
thereby misled, the fact remains that these defects are 
in part inseparable from the maintenance of two principles 
which may be adjudged indispensable to the vitality of a 
non-corporative system—freedom of access to the capital 
market and insulation of banking, as a separate profes- 
sion, from commercial inv estment. A consideration of 
the technical operations of the banks in connection with 
new issues brings out at many points the interlocking 
character of the pros and cons of existing practice. 

The name of a bank on a prospectus does not afford 
any warrant to the potential applicant as to the status 
of a concern or its prospects, neither does it offer any 
guarantee that the purely technical and legal aspects of 
the issue are in order, nor that the facts are as stated. 
Every bank, it is true, demands to see an advance proof 
of the prospectus before agreeing to be named as the 
recipient of applications, and this is submitted to its 
legal advisers and high officials for scrutiny and inquiry. 
A considerable number of prospectuses fail to pass this 
examination on account of glaring irregularities, such as 
important omissions of particulars required by the 
Companies’ Acts, or evident roguery, and there is little 
doubt that a very much stricter supervision is now 
exercised as a result of scandals of 1928 vintage. In the 
nature of things, however, even the examination of the 
legal aspects can hardly delve beneath the surface. It 
would obviously be impracticable for the banks’ solicitors 
to retrace the path followed by the legal advisers to the 
principals concerned. To do so would require a prolonged 
investigation of contracts, minutes, articles, titles, etc., 
involving a full knowledge of the circumstances. Simi- 
larly, anything more than a cursory examination of the 
facts and figures would involve a deep examination of 
accounts and a knowledge of trading conditions only to 
be acquired by long study. 

It is important to recognise the very considerable 














136 THE BANKER 


danger attaching to any position implying a partial but 
incomplete responsibility. If existing practice were to 
be tightened up to any appreciable extent the result 
would be, inevitably, to attach a value and significance 
to the appearance of a banker’s name on a prospectus 
which would definitely assist the unscrupulous company 
promoter in exploiting the small investor. The Macmillan 
Report referred to the prominent display of the name of 
the bank in prospectuses. “It is perfectly natural that 
an inexpert investor . . . should believe that the bank 
in question vouches in some way for the issue.’’ The 
extent to which this factor does in practice mislead the 
small applicant is open to discussion. But it is evident 
that every step taken by the banks with the object of 
protecting the investing public necessarily intensifies the 
danger that their function may be misinterpreted. 
Unless carried to the extreme point of full sponsorship of 
the kind accepted by an issuing house, numbers of offers, 
in themselves undesirable, might be expected to fulfil 
every reasonable technical and credit test. So long as it 
is generally recognised that the banker is no more respon- 
sible for the contents of a prospectus than for the credit 
standing of its customers, the possibility of misleading 
the small investor may remain small. It might be further 
reduced by a stereotyped disclaimer of responsibility for 
the contents of the prospectus.* 

There is, however, one aspect of new issues in which 
the banks have, unofficially, but in every sense legiti- 
mately, adopted a more selective attitude in recent 
years. The genuineness of the underwriting arrange- 
ments is essentially a banking matter into which the 
banks are able to inquire without attracting any actual 
or understood responsibilities outside their proper sphere. 
The status of the head underwriters is now often the 
subject of informal investigation and a list of sub-under- 
writers has on occasion been demanded. Partly in this 
connection, but on broader grounds, it has become more 
usual for the banks to institute inquiries concerning the 
parties to the prospectus. The past record and credit 
reputation of the directors may be considered, and the 
standing of the solicitors, accountants, brokers and, 


* This suggestion is made in ‘Shareholders Money”’ by H. B. 
Samuel, B.A., Sir Isaac Pitman & Sons, Ltd. 


REE NT; 








BANKS AND NEW ISSUES 137 





above all, the issuing house, are also matters which may 
be called into review. In practice such inquiries are 
likely to be of a general nature. Were it otherwise an 
intolerable responsibility might be assumed. Nothing 
could be more full of dangerous possibilities than the 
development of an informal and irresponsible—in the 
narrow sense—censorship which would be forced to 
rely on vague personal or factual inferences. The 
formal attitude of the banks towards new issues is 
characterised by the fact that no expression of opinion 
is permitted to be expressed to other customers of the 
institution who may ask for guidance as to the merits of 
an offer. An individual manager is allowed some license 
in expressing verbally a personal view if he has one, but 
if any considered opinion is required the invariable 
practice is to obtain the opinion of the bank’s brokers 
by the same routine method as is regularly adopted for 
Stock Exchange securities. 

Notwithstanding the definite repudiation of any 
but the narrowest responsibility the position of a 
banker to an issue is, however, by no means a sinecure. 
There is no definite scale of fees for this office, but 
a usual charge for an issue of under {1,000,000 would 
range up to one thousand guineas, depending on 
the size and nature of the offer and on the work to be 
performed. There are two distinct operations (a) receiv- 
ing subscriptions and calls, and (b) preparing allotment 
lists. A bank is virtually essential for (a), but (8) is 
frequently performed by the issuing house. In agreeing 
to act as banker to an issue any important bank 
puts an extensive organisation at the service of the 
promoters and the company. If the bank in question is 
supplied with a sufficient number of prospectuses it may 
agree to distribute them to all of its branches, sub- 
branches and affiliates, or such of them as may be 
specified or, alternatively, it will agree to supply a list of 
addresses for the purpose. If only two or three prospec- 
tuses are sent to each small branch with a few dozen to 
important branches, the number to be distributed may 
mount up to the ten thousand mark. The publicity 
afforded by the bank counter is rarely ignored by the 
promoter of a “sticky ”’ offer, while there is a genuine 
need in the case of one likely to be rapidly oversubscribed. 
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The pre-advertisement of prospectuses may have reduced 
to some extent the utility of the bank circuit for this 
purpose and also in the matter of receiving subscriptions. 
In this latter respect, however, it performs an important 
function for outlying districts and for intending applicants 
who may be out of direct touch with a broker. The bank 
manager may be non-committal and, in some cases, even 
ill-informed as to investment canons, but he will usually 
be able to give the small man some guidance of a general 
character and will not infrequently telephone to a broker 
for a market view. 

Some important considerations arise in connection 
with the closing of the list. Before the operation com- 
mences the bank will require an official notification from 
the company or borrower as to the source from which 
instructions to close the list may be received. When the 
decision is made, however, it is found to be impracticable 
to broadcast it throughout the country since to notify 
all branches, sub-branches and affiliated offices might 
call for several thousand telegrams. Actually, no matter 
what time may be officially prescribed, the branches 
throughout the country will, unless specially advised, 
accept applications on the day of issue. In the absence 
of evidence to the contrary all received will be regarded 
as having been lodged in time. As far as the writer is 
aware the use of time stamps is not customary. As, 
however, no applicant has any legal right to consideration 
the Allotment Committee may proceed as they like and it 
is within their jurisdiction to rule out, or in, all or any, 
applications almost irrespective of time of receipt. The 
position of an applicant who lodges his form with a 
branch on the day of issue before the official time may 
thus be worse than that of the direct applicant to head 
office. A late applicant, however, always has a better 
chance of allotment through the country. From time to 
time this odd mechanical defect is exploited by smart 
stags. 

The senior bank official in charge of a new issue must 
be on the look out for irregularities, such as bogus applica- 
tions, and such matters may be taken up with the issuing 
house or broker concerned. Though a bank has no 
“right ’’ to prevent a fake announcement from being 
issued to the Press it is invariably in a position to exert 
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considerable pressure against any blatant move of this 
kind. In this matter, as in connection with the contents 
of the prospectus, the bank’s police conscience will only 
be awakened by a gross or evident breach of normal 
behaviour. Having received the applications, the monies 
are credited to an account for which due authority will 
previously have been obtained, and the application forms 
with an analysis are placed at the disposal of the duly 
authorised Allotment Committee. The latter is free to 
proceed as it pleases and extreme instances of favouritism, 
even on an artificially swollen list, would only occasion 
comment in the rarest cases. It is a matter which clearly 
lies outside the bank’s discretion, though there may be 
minor variations of practice as between different institu- 
tions. 

If the bank is deputed to prepare the allotment sheets 
it will do so strictly in accordance with the directions of 
the Allotment Committee, and it will accept amended 
instructions until the allotment letters have actually 
been posted or delivered, always provided that the 
arithmetical aspects of the operation tally. The position 
as regards monies received is similar. The bank is acting 
merely as the company’s agent. Consequently, it would 
apparently have no power to refuse any accredited 
instructions regarding the disposition of application 
monies, even when the total amounts received, through 
over-subscription, exceed the aggregate sums payable on 
application and allotment. If, however, having been 
deputed to issue allotment letters and being cognisant 
of all factors, a bank were to allow the withdrawal of 
deposits needed for repayments it is regarded as conceiv- 
able that an action by a defrauded allottee for damages 
might successfully be taken on grounds of negligence. 

As regards ailotments and withdrawals the bank is 
the agent of the company or borrower. No allotment in 
respect of an application is binding on the allottee until 
it is posted, the Post Office being for this purpose the 
agent of the applicant. As to withdrawals, there is some 
doubt as to whether the bank is, legally speaking, the 
issuer’s agent, but in practice withdrawals are usually 
accepted if lodged at a branch prior to the time of posting 
allotment letters. After disposal of letters of allotment 
and regret the next significant function of the bank is the 
M2 






sae THE BANKER 





acceptance of calls which can be effected at any branch. 
The possibility of forgery in between call dates has not 
yet been disposed of satisfactorily. Watermarked paper 
has been used in some cases and specially engraved 
cheque paper has been employed in one instance. The 
bank’s receipt on an allotment letter, however, implies 
no warrant that it is a genuine one. 

To sum up, any issue is likely to find a banker 
among the Big Five provided that :— 

(1) The legal aspects survive a superficial examina- 
tion. 

(2) The offer appears to be genuine, without regard 
to intrinsic merit. 

(3) The underwriting, if any, is of a responsible 
nature. 

(4) The brokers, solicitors and accountants have 
professional standing. 

(5) Nothing tangible is known against the issuing 
house and directors. 


The banks stand, therefore, in relation to new issues 
in a position of detached responsibility. Their function is 
above all a technical and specialist one. Anything in the 
nature of official supervision or responsibility at any 
point of the whole issuing operation would lead inevitably 
to the assumption of a principal position. The mere 
possibility of such a development limits severely the 
extent to which the banks can operate as a filter between 
the big bad promoter and the ill-informed investor. 
That function must eventually be discharged nearer 
Throgmorton Street. 





































Merchant Bankers and the 
Capital Markets 


By Norman Crump 


NE fact which may often have puzzled the 
() superficial student of City offices is the way in 
which the leading firms of merchant bankers 
combine the functions of accepting bills of exchange 
and sponsoring new capital issues. To some extent this 
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combination of function has given rise to criticism, for 
it is agreed that an Accepting House which is engaged 
in financing international trade will be by tradition 
and experience better equipped to float foreign loans 
than home loans. The result is the notorious complaint, 
which was referred to in the Macmillan Report and 
elsewhere, that London is readier to lend to the foreign 
than to the home borrower. 

The association of these two functions is not entirely 
accidental, even though one relates to banking and the 
money market and the other to the Stock Exchange. 
Essentially both consist of lending, for the difference 
between short-term financing through the medium of 
bills of exchange and long-term financing through the 
medium of a loan dealt in on the Stock Exchange is 
merely one of time. Once this point is appreciated it 
is easy to see how Accepting Houses come to undertake 
the business of new capital issues. 

Most of the London firms of merchant bankers had 
close foreign associations right from the time of their 
foundation. Some famous firms were founded by 
immigrants from foreign countries, and these naturally 
brought with them their personal and trade associations 
with the cities in which they had formerly resided. 
Other firms are linked up with connected “ family ”’ 
businesses in foreign centres. The name of Lazard is 
as well known in Paris (and in New York for that matter) 
as in London. Morgan, of Morgan, Grenfell & Co., is 
essentially an American name. Schrdders came from 
Hamburg, and are known in Hamburg to this day. 
In every case the business was run on personal lines 
and based on personal contacts. Each partner in one 
of these famous firms had intimate knowledge of the 
position of merchants abroad, many of whom were his 
personal friends. Whenever the question arose of open- 
ing a credit or accepting a bill, the personal knowledge 
and judgment of a partner was usually the deciding 
factor. To a large extent this remains true to-day, 
even though trade and finance have expanded enorm- 
ously, and many of the partners’ duties are delegated 
to the managers who are responsible to them. Personal 
knowledge, either direct or through the medium of the 
firm’s foreign ramifications or connections, still influences 
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many a decision in the field of opening credits and 
accepting bills of exchange. 

Once this fact is borne in mind, it is easy to see that 
a foreign Government, municipality, or private under- 
taking which wished to raise long-term capital in the 
London market, would begin by approaching an Accepting 
House for advice and assistance. In former days the 
Accepting House associated with that country or city 
would be the only direct contact with the City of London. 
The British banks were still insular, and neither the 
Stock Exchange nor such Issuing Houses as existed 
had any foreign connections. So in the first place the 
Accepting House would be asked to advise the foreign 
borrower on the best way of raising his loan. From this 
it was an easy transition for the Accepting House to 
undertake the work itself, for it found itself in the happy 
position of being the sole intermediary between the 
foreign centre and the British investor as represented by 
the home banking system and the Stock Exchange. So 
in course of time the Accepting House developed its 
business of new capital issues. In most cases it built 
up the staff and other organisation needed for the 
mechanical work of issue. Equally it could if it so 
desired establish relations with a British bank for the 
purpose of having its prospectuses circulated throughout 
the country or having the mechanical work performed 
for it by the bank. It was also able to establish the 
necessary contacts with the Stock Exchange and to 
build up a nucleus of under-writers. The most important 
work behind a new issue, that of “ vetting ’’ the status 
of the borrower and the soundness of the proposed loan 
and also of fixing the exact terms, it was well able to 
perform itself; for it had all the necessary knowledge. 

That, briefly, is how the Accepting Houses have 
come to enter the new capital issue business; and that 
is why they engage primarily in placing foreign loans. 
It is noticeable that certain Houses usually act for 
certain countries, while certain Houses often act as 
joint sponsors of an important loan. Here again the 
association can be traced back to the original history 
of the merchant banking firms. If the members of a 
firm originally came from a particular country, or if 
it has over a long period of time developed associations 
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with the merchants of that country, it is only natural 
for it to specialise in the placing of that country’s loans. 

This brief historical sketch brings us to the main 
problem of to-day. International trade is now at a low 
ebb, and quite apart from any question of government 
embargo foreign loans are likely to be scrutinised very 
carefully by the British investor for some time to come. 
So the position is that there exists in the City to-day 
highly efficient and reliable machinery for placing 
foreign loans, whereas the greater need is for machinery 
for the placing of home and Empire loans. It must not 
be inferred from this that no machinery exists whereby 
a home borrower can be brought into touch with the 
new capital market. Issuing Houses of the highest 
repute have long been in existence, who specialise in 
home municipal and other classes of loans. Still it does 
appear desirable that the Accepting Houses should find 
ways of switching over part at least of their activities 
from foreign to home loans. 

Historical precedent suggests that the simplest way 
of doing this would be for the Accepting Houses to 
establish as many home contacts as possible and lend 
their weight to the movement for the re-establishment 
of the inland bill. If they began by convincing home 
traders that there was nothing derogatory in accepting 
a bill of exchange, and that the cheapest way of obtaining 
short-term finance was by means of a credit opened by 
an Accepting House, then the first step would have 
been taken towards bringing back the inland bill. The 
fact that a home trader in the north or west of England 
could always get his bills accepted by a famous London 
firm of merchant bankers should be regarded as evidence 
of that trader’s financial stability, for no London House 
gives its acceptance lightly. Once a London Accepting 
House had built up its home clientéle on parallel lines 
to the foreign clientéle, then it would find no difficulty 
in obtaining its share of home capital issues. The real 
point is that in foreign trade, accepting and the issuing 
of capital are complementary functions, and they should 
become so in home trade. If this could be brought 
about, trade facilities would be placed at the disposal of 
home industry and commerce, while the Accepting 
Houses would finally free themselves from the reproach 
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that they are only interested in foreign loans. To 
paraphrase an old tag, the times are rapidly changing, 
and the machinery of the City of London must change 
with them. 


Appointments and Retirements 


Bank of New South Wales. 


Mr. J. S. Campbell, the London Manager of the 
Bank of New South Wales, has relinquished his duties 
after 42 years of service with the Bank. His retirement 
dates from next July, but in the meanwhile he has been 
granted six months’ leave. Mr. Campbell joined the 
Bank in New Zealand in 1892. He has held several 
important positions in Australia, New Zealand and 
London. In 1931 he went on a special visit to the 
United States, Canada, Japan and the Far East in the 
interests of the Bank, and at the same time revisited 
Australia and New Zealand. He has served on numerous 
Associations and Committees, and in 1933 he was 
Chairman of the Associated Australasian Banks and 
of the British Overseas Banks’ Association, and a Vice- 
President of the British Bankers’ Association. 

Mr. Campbell is succeeded as London Manager of the 
Bank by Mr. David Geddie, who has been Assistant 
Manager for some years. Mr. Geddie started his banking 
career with the Commercial Bank of Scotland in 1889. 
In 1893 he came to London and joined the Bank of 
New South Wales as its most junior member. He has 
worked through the various departments, becoming in 
turn Accountant, Secretary and Assistant Manager. 
Two years ago Mr. Geddie also went out to Australia 
in the interests of the Bank. 





Barclays Bank. 

The beginning of the New Year has been marked by 
important changes in the Board of Directors of Barclays 
Bank, Limited. The retirement has been announced 
of Colonel Hugh Gurney Barclay, M.V.O., and Mr. Cosmo 
Bevan, Directors, as well as that of Mr. Charles Frederick 
Wood, an Advisory Director. 

Colonel Barclay has had a very long banking career, 
for he joined the Norwich Branch of Gurney & Co. as 
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long ago as 1875. He became a partner in the Bank 
on the death of his father in 1891, and a Director of 
Barclay & Co., Ltd., in 1896, serving also as a Local 
Director at Norwich. The experience gained in these 
capacities, and his marked insight into both local and 
general banking conditions, were recognised when he 
was elected to the high office of Vice-Chairman of the 
Bank, in 1Ig09, in succession to Mr. Samuel Gurney 
Buxton. He occupied this position until 1916, when he 
was appointed Deputy Vice-Chairman, remaining in that 
office until 1918. Colonel Barclay received the Member- 
ship of the Victorian Order following the presentation 
of colours to his battalion by King Edward VII. During 
the war he commanded the 3rd/4th Battalion of the 
Norfolk Regiment. 

The retirement of Mr. Cosmo Bevan, owing to ill- 
health, from the Board of Directors marks the end of a 
banking career of over fifty years. Mr. Bevan, who has 
been associated with the Lombard Street Office through- 
out his business life, is the eldest son of Mr. Francis 
Augustus Bevan, Senior Partner in Barclay, Bevan, 
Tritton, Ransom, Bouverie & Co., and the first Chairman 
of Barclay & Company, Limited., and he represents the 
fifth generation of his family associated with the business. 
On the foundation of the Limited Company in 1896, 
Mr. Cosmo Bevan became one of the original Local Directors 
at the Local Head Office established at Lombard Street. 
His knowledge and ability in handling banking and 
financial matters found still wider scope when, in 1905, 
he was elected to a seat on the Board of Directors. 
At the end of 1916, he succeeded Colonel Hugh Gurney 
Barclay as Vice-Chairman, a position which he held 
jointly with Mr. Edmund Henry Parker until the amalga- 
mation of Barclays Bank with the London, Provincial 
and South Western Bank, in 1918. In 1919, Mr. Bevan 
was elected a Director of Cox & Co. (France), Ltd., 
which eventually became Barclays Bank (France), Ltd., 
and he is also now relinquishing this position. 

The retirement of Mr. Charles Frederick Wood from 
the position of an Advisory Director of the Bank will 
be received with widespread regret. Mr. Wood has 
had a distinguished banking career. After many years 
of experience in the City as a partner in the firm of 
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Goschens & Cunliffe, he joined the Board of the Colonial 
Bank in 1916. Two years later he was elected Chairman 
of that institution, in succession to Lord Beaverbrook, 
a position which he retained until the formation of 
Barclays Bank (Dominion, Colonial and Overseas), in 
1925, when he was elected a Director of the new Bank, 
subsequently becoming Chairman of the London Com- 
mittee. The benefit of Mr. Wood’s breadth of knowledge 
in financial matters had for some time previously been 
available to the parent Bank, as he was elected an 
Advisory Director in 1920. Unhappily, in recent years, 
Mr. Wood’s business activities have been increasingly 
hampered by ill-health and, in 1933, he found it necessary 
to resign from the Board of Barclays Bank (Dominion, 
Colonial and Overseas). 


Barclays Bank (D.C.O.) 

Mr. Julian Stanley Crossley has been appointed an 
Assistant General Manager. Mr. Crossley is a son of 
Mr. C. W. Crossley, Governing Director of Messrs. John 
Crossley & Sons, Limited, Halifax. After service with 
the Royal Navy, Mr. Crossley joined the staff of Barclays 
Bank Limited in 1921, and transferred to Barclays Bank 
(Dominion, Colonial and Overseas) on the 20th May 1926. 
He was a Member of the London Committee of Barclays 
Bank (Dominion, Colonial and Overseas), until he became 
Assistant General Manager. Mr. Crossley is a Director 
of Barclays Bank (Canada). 


Comptoir National d’Escompte. 

The Board of the Comptoir National d’Escompte de 
Paris has appointed M. Farnier, a Director, to be General 
Manager in place of M. Celier, who has retired after 
long service. M. Celier remains Vice-President and 
a Director. M. Farnier was at one time Assistant 
Governor of the Bank of France, and prior to that 
appointment was a high French Treasury official. 


Crédit Lyonnais. 

The Crédit Lyonnais announces the retirement of 
Mr. A. W. Mitchell, who has been Manager for over 
thirty-five years of the West End branch at Charles 
Street, S.W.r. Mr. F. J. Cumming, formerly Sub- 
Manager, has been appointed to succeed him. 








APPOINTMENTS 147 





Lloyds Bank. 


Mr. L. G. Dorey has been appointed an Assistant 
General Manager at the Head Office of Lloyds Bank 
Limited. Mr. Dorey was born in 1883, and educated 
at Ashton House, Jersey. His first appointment was 
with the Capital and Counties Bank Ltd., at Jersey, in 
1898. In 1913 he was appointed Manager of the Fore 
Street branch of the same Bank. In 1921 he was 
appointed Manager of Lloyds Bank at Ipswich and came 
to Head Office as Controller in 1932. In the same year 
he was made Manager at Cambridge. Last year he was 
transferred to Head Office for special work under the 
General Managers. 


Royal Bank of Scotland. 


In view of the great extension in recent years of the 
sphere of operations of the Royal Bank of Scotland, the 
Directors have deemed it necessary to appoint an Assistant 
General Manager, and Mr. George Frederick Burrell 
Hunter, Superintendent of Branches, has been selected 
for this office. A son of the manse, Mr. Hunter com- 
menced his banking career in the branch office at Dalkeith. 
A long period in the Inspecting Department of the Bank 
was followed by his appointment to the Joint Superin- 
tendentship in 1924, and for the past four years he has 
been Sole Superintendent of Branches. 

Mr. James Fife Ferguson, Secretary of the Royal 
Bank, has retired after long service. A native of Perth- 
shire, Mr. Ferguson entered the service of the Bank 
at the Blairgowrie Branch in 1887. Early in his career 
he was transferred to the Head Office in Edinburgh, 
where in course of time he became Chief. Inspector, 
Joint Superintendent of Branches and latterly Secretary, 
succeeding Mr. J. B. Adshead on his retirement in 1930. 

The vacancy in the secretaryship has been filled 
by the appointment of Mr. David Speed, who will retain 
at the same time his present office as Chief Accountant 
of the Bank. Mr. Speed’s connection with the Bank 
dates from his apprenticeship at Partick. He has a 
long experience of Head Office work, and for the past 
fourteen years has held the position of Chief Accountant. 

Other changes include the appointment of Mr. William 
Anderson Buchan to the Branch Superintendentship. 
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The position of Chief Inspector which he vacates has been 
filled by the appointment of Mr. William Alexander Watt. 

Mr. William Tait Moir has been appointed Assistant 
Secretary and Mr. Thomas Brown becomes Assistant 
Accountant. 


Westminster Bank. 


The Directors of Westminster Bank Limited announce 
with great regret the retirement of their senior colleague 
Mr. Herbert Robinson Arbuthnot, who has been an 
active member of the Board for thirty-five years. 
Mr. Arbuthnot was appointed a Director of London and 
Westminster Bank Limited in 1899. He occupied the 
chair at the General Meetings of Shareholders in July 
1g02 and January 1903, and was appointed Representa- 
tive of the Bank on the Committee of London Clearing 
Bankers in 1904. Mr. Arbuthnot is also Chairman of 
the firm of Arbuthnot, Latham & Co., Ltd. 

Sir George Ernest Schuster, K.C.S.I., K.C.M.G., C.B.E., 
M.C., former Finance Member of the Government of 
India, has been appointed a Director of Westminster 
Bank Limited. Sir George has occupied several important 
state posts. He was Chairman of the Advisory Committee 
to the Colonial Secretary on East Africa loans in 1926-28, 
and economic and financial adviser to the Colonial Office 
from 1927 to 1928. Previously he was a director of a 
number of public companies and a partner in Schuster, 
Son, & Co., Merchants. Last July he was appointed 
a director of the English, Scottish and Australian Bank. 


Obituary 
Sir Montagu Cornish Turner 


We regret to record the death of Sir Montagu Cornish 
Turner, who died at Dagnam Priory, Essex, on December 
16, 1934. Sir Montagu was born in 1853 and educated 
at Winchester. He joined the firm of Gellatley, Sewell, 
Hankey & Co., at an early age, and in 1877 he was sent 
out to India in connection with the firm’s association 
with Mackinnon, Mackenzie & Co., of India. He later 
became manager of the latter firm at Bombay. He was 
President of the Bengal Chamber of Commerce in the 
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years 1898, 1901 and 1902, and became an additional 
member of the Viceroy’s Council in IgoI—1902. 

In 1903 Sir Montagu was forced to return home 
owing to the rigid system of retirement adopted by so 
many Indian firms, and in recognition of his services to 
India he received a knighthood. In the same year he 
was made a director of the Chartered Bank of India, 
Australia and China, and in 1908 he was elected chairman 
of the bank in succession to Mr. Howard Gwyther. Sir 
Montagu was also a director of the Westminster Bank, of 
which he later became a deputy chairman. He was also 
a member of the Port of London Authority. At the time 
of his death he was a director of the Peninsular and 
Oriental Steam Navigation Company, the British India 
Steam Navigation, and the P. & O. Banking Corporation, 
and was chairman of the Erith and Dartford Lighterage 
Company. Sir Montagu was also interested in church 
affairs and did much to assist in the financial working of 
the diocese in which he lived. 


American Banking 


By a Correspondent 


HERE were no material changes either in the 
American Banking position or in banking opinion 
during the final month of 1934 or the first week 
of the New Year. The era of good feeling which had 
been ushered in by the bankers’ truce with the President 
late in October continued, although there were some 
signs that the spirit of harmony was already being 
strained a little. These signs came chiefly from the side 
of the Administration. 

A movement on the part of major utility interests to 
contest the constitutionality of some of the Administra- 
tion’s public works projects which invade the field of 
the public utilities was looked upon in Administration 
circles as an act of bad faith on the part of the bankers 
on the somewhat dubious score that since the bankers 
“controlled’’ the utilities, they could have prevented 
this unfriendly gesture. Another point of friction arose 
out of the fact that certain bankers and business leaders 
late in December began a campaign to head off the 
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Administration’s projected public works programme, by 
advocating the use of a dole rather than public works 
relief for unemployment. This campaign arose out of a 
belated recognition that public works relief was not only 
more expensive than the dole, but also put the govern- 
ment deeply into competition with private business, to 
an extent which would make difficult the reduction of 
public expenditure even after business recovery. The 
movement was not only hopelessly belated, but con- 
trasted ludicrously with the vehement objections to a 
dole which had always been voiced in the past by these 
same bankers and business men. It showed a continued 
lack of comprehension of the problems with which the 
government has been faced. Under the circumstances 
it drew hot rebukes from Washington, and proved to be 
diametrically opposed to the course which the President 
proposed to Congress in his message early in January. 

From that message and the budget message which 
followed it on January 7 it was apparent that the 
President was placing little reliance upon the ability of 
private business to reabsorb any great part of the un- 
employed. The budget message, calling for expenditures 
of over $8,500 millions in the fiscal year ending on June 
30, 1936 and forecasting a deficit of over $4,500 millions 
in that year on top of the deficit of more than $4,800 
millions in the present fiscal year, indicated an indefinite 
postponement of any attempt to approach balancing of 
the budget. 

The message was not surprising. Nevertheless, the 
unconcern with which it was received in the financial 
markets indicated an extraordinary revision of the 
attitude of the financial community within the past year. 
In the face of a predicted increase in the public debt to 
more than $34,000 millions by June 30, 1936, compared 
with the total of somewhat over $28,000 millions on 
December 31, 1934, the government bond market rallied 
sharply and the foreign exchanges moved only slightly 
against the dollar. 

The banking community has been seeking to capitalise 
its truce with the Administration by an effort to head 
off hasty and unwelcome banking legislation in the 
present session of Congress. Through individual approach 
to various members of banking committees of both 
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houses it has been proposed that a Congressional Com- 
mission be established to examine the need for changes 
in the existing banking system, including the Federal 
Reserve system. While the Administration is only luke- 
warm to the idea, Senator Fletcher of the Senate Banking 
Committee is expected to advance the proposal, and the 
support of other committee men has been assured. The 
strategy behind this move is fairly obvious. A study 
such as has been proposed will occupy a considerable 
amount of time, and in the interval all new legislative 
proposals affecting banking could conveniently be shelved 
on the ground that the Commission was studying the 
subject and that no action should be taken until its 
deliberations had been completed. 

Certain banking legislation will, however, be necessary 
in the present session of Congress. This concerns princi- 
pally the Federal Deposit Insurance Corporation which 
is at present operating under the temporary plan extended 
by Congress for one year from June 30 last. Unless new 
action is taken, the permanent plan of insurance originally 
provided for in the banking law of 1933 will go into 
effect on July 1. This permanent plan provides for the 
insurance of all deposits on a scale ranging up to 50 per 
cent. cover on balances in excess of $50,000. It entails 
the levying of unlimited assessments upon all the banks 
based upon percentages of their gross deposits. It is 
capable of creating a situation in which sound banks 
might be assessed up to 100 per cent., of their capital 
funds, in which case presumably there would be little 
left for them but to apply to the Corporation to pay off 
their depositors. 

The Administration has, however, prepared a bill for 
amending the law so as to retain the present provisions 
insuring deposits only up to $5,000 and to provide for 
levying regular annual assessments upon member banks. 
Within the ranks of the bankers there is some dispute as 
to whether this bill should be supported or opposed. 
The annual assessments which are based on gross deposits 
are obnoxious to the large banks, but strategists among 
them contend that opposition to the bill would involve 
the risk of the adoption of the much more obnoxious 
permanent plan. 

Recent changes in the banking position have followed 
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a pattern which has now become familiar. There have 
been large increases in the holdings of United States 
government securities and further declines in commercial 
loans. The following table shows the principal changes 
in deposits and loans and investments of reporting 
member banks of the Federal Reserve system in ninety- 
one leading cities as of December 26, 1934, compared 
with a month ago and a year ago: 


(in millions of dollars) 
Change since 
Dec. 26, Nov. 28, Dec. 27, 
1934- 1934. 1933- 


Net demand deposits .. - “a 13,551 — 76 -4- 2,685 
Total loans and investments .. ae 18,276 +512 + 1,610 
Loans on securities .. os - 3,072 + 55 — 550 
Other loans = - ¥ a 4,581 —107 — 193 
U.S. govt. direct obligations .. ‘ih 7,191 +476 + 1,924 
Other securities ‘ - 3,432 + 88 435 


The year-end reports of the leading Wall Street banks 
reflected a condition comparable to that which has been 
disclosed in the weekly reports of the Federal Reserve 
member banks. New York Clearing House banks in the 
aggregate showed a rise of 30-2 per cent. in deposits 
during 1934, but oneof only 19-7 percent. in total resources. 
Their aggregate capital funds declined by 1-7 per cent. 
In the aggregate the banks held 30-3 per cent. of their 
total assets in the form of U.S. government obligations, 
26-2 per cent. in cash and 28 per cent. in loans and 
discounts. 

Aggregate totals of the resources of eighteen of the 
nineteen Clearing House banks which have thus far 
reported, with the ratio which each asset bears to the 


total resources, are given below :— 
Amount Per cent. 
$ mill. of Resources 


Cagh .. nF si 24 oe Sia 2,965 26-2 
U.S. government securities - - 3,423 30°3 
Other investments .. a ny a 1,068 9°4 
Loans and discounts. . ‘i Ja Se 3,167 28-0 
Realestate .. ws - aa oe 382 3°4 
Other assets .. we ve ‘it se 303 2°7 


Total &e $11,308 1000 


The annual season of bank meetings promises to be 
quieter than in many years. While the heads of the 









AMERICAN BANKING 153 


various banks will be able to point to relatively small 
earnings, they will show huge advances in deposits and 
a highly liquid position. Since there has been no Senate 
investigation or other outstanding ventilation of banking 
scandals in the past year to provide ammunition to 
inquiring stockholders, the meetings are expected to be 
much less lively than for several years. 


French Banking 


By M. Mitzakis 


HE development of the French money market 
during the last few weeks of 1934 and the beginning 
of 1935 was interesting and instructive. For 
several months, especially since last June, the money 
market had displayed a fairly easy tendency. The influx 
of gold to the Bank of France resulted in an increase in 
the volume of bank deposits, thus increasing the funds 
available. The return of confidence also brought about 
the decline of hoarding. Moreover, the repayment by 
the Government of 5 milliard francs of Treasury bills 
released a considerable volume of funds. Under this 
threefold influence, short-term money rates declined 
materially. The rate of loans on Bons de la Défense 
Nationale declined between April and October from 
4 per cent. to 14 per cent. for three months. Other rates 
also declined appreciably. 

In November, there were signs of a more stringent 
tone, and money rates showed slight increases. The 
tension became accentuated in December. The easy 
money conditions prevailing during the summer and at 
the beginning of the autumn were succeeded by a general 
contraction of resources due to causes discussed below. 
Money rates have incgeased in consequence. 

The market rate of discount increased from 14 per 
cent. at the end of November to 143 per cent. at the end 
of December, while the rate for day to day money rose 
from ? per cent. to r per cent. The stringency was most 
marked in the case of loans against Bons de la Défense 
Nationale, which form the most important section of the 
market. Here the rate for one month’s loans rose from 

N 
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13 per cent. to 24 per cent., and the rate for three months’ 
loans rose from 1% to 2} per cent. The contraction in 
End of Endof End of 
Oct. Nov., Dec., 
1934 1934 1934 


% % % 
24 











Banque de France, rediscount rate oo 24 4 
Market rate of discount... si — oe 1} rR 
Day to day money ... * d 3 I 
Loans on Bons de la Défense Nationale :— 
Market rate for 1 month.. os —« 1% 24 
Market rate for 3 months _ wi a to Ij 24 
Rates of loans on securities :— 
On the Parquet ... oe ‘i sia ? $ 2 
On the Coulisse ... 4 4 4 


resources also made itself felt on + thee Bourse, where the 
rate of interest on loans on the parquet increased from 
% per cent. to 2 per cent. 

Prospects of an issue of 5 milliard francs of new 
Treasury bills were one of the causes of this general 
increase of money rates. As is well known, the Govern- 
ment, in order not to handicap the rise in rentes, decided 
to abstain from issuing long-term loans, and to cover its 
requirements exclusively in the money market. This 
decision resulted in a firmer trend of Governmentsecurities, 
but it caused a rise in short-term money rates. Neverthe- 
less, the stringency witnessed towards the end of Decem- 
ber was mainly due to end-of-year influences. In the 
first place, there was an increase in the demand for 
funds. In the second place, the banks lent very little 
to the market, but they kept large cash balances for 
window-dressing purposes. Some of them went so far 
as to call in loans in order to increase their liquid resources. 

The rise in money rates was thus partly technical and 
artificial. The banks considered it advisable to show that, 
notwithstanding the depression and the business failures, 
their cash position was very good. It is beyond doubt 
that on the whole, the French banks did not suffer over~ 
much during the crisis. Their prudent management 
enabled them to avoid big losses. 

The examination of the Bank of France return shows 
that there is no need to attach too much importance to the 
firmer trend in the money market. Discounts did not 
increase materially. On December 28 they amounted to 








Gold reserve ... , 


francs. 
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francs. 
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4,194 million francs, which for the end of the year is 


entirely normal. 


ASSETS. 


Foreign exchange reserve ( 
Sight 

Time al 

Discounts (total) 

Bills on France 


Bills on foreign countries 
Advances on bullion 
Advances on securities 

Bonds on the Caisse Autonome 


LIABILITIES. 


Note circulation : sais sich 
Current and deposit accounts (total) 


Of which— 
Treasury sae re 
Caisse Autonome ... 
Private accounts ... 
Sundry... son 
Total of sight liabilities 
Percentage of gold cover 


total) 


At the end of the third quarter, their 
amount was 4,146 millions. 


End of Endof End of 
Oct. Nov., Dec., 
1934 1934 1934 


(millions of francs) 
82,276 82,097 82,124 
7it 739 741 
10 9 II 
701 730 730 
4,216 3,289 4,194 
3,996 3,068 4,003 
220 221 Igl 
1,498 145% 1,445 
3,101 3,228 3,2II 
5,898 5,898 5,837 








79,467 81,879 83,412 
23,253 20,351 19,076 


2,212 1,910 962 
3,075 2,919 2,755 
17,723 15,314 15,109 
242 208 250 


- 102,720 102,231 102,489 
--» 80°29% 80-31% 80-13% 


The other items of the bank return did not register 


any material changes. 


Advances on securities declined 


slightly from 3,228 million francs to 3,211 million francs, 
and advances on bullion declined from 1,451 million 


francs to 1,445 million francs. 


The reduction in these 


items shows that the firmer trend in the money market 
in December was of a special character. The gold reserve 
increased from 82,097 million francs to 82,124 million 


The increase was very small and calls for no 
Gold movements were unimportant and the 


tendency of the franc was very steady. End of year 
currency requirements resulted in a marked increase of 
the note circulation from 81,879 million to 83,412 million 


Simultaneously, current accounts and deposits 


declined from 20,351 to 19,076 million francs. The total 
of sight liabilities of the Central Bank increased from 
102,231 to 102,489 million francs. Although the increase 
was very moderate, it was sufficient to reduce the reserve 
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ratio from 80-31 per cent. at the end of November to 
80-13 per cent. at the end of December. 

At the beginning of 1935, the end of year tension was 
followed by an easier tendency of short-term money 
rates. The prospects of the French money market 
appear to be favourable. Banks are ceasing to accumu- 
late large idle resources, and will place part of their funds 
in the market in accordance with their custom. Since 
the beginning of January a decline in interest rates has 
begun. The question is, whether we shall see once 
more the rates on loans on Bons de la Défense Nationale 
fluctuating between 1} per cent. and 13 per cent. for 
three months. To be logical, we have to reply in the 
negative. The coming issue of 5 milliards of new Treasury 
bills will reduce materially the resources of the market, 
and should also cause a rise in interest rates. 

This brings us to the main event of the month. The 
Government of M. Flandin has declared its intention to 
initiate a policy of cheap money. This is what is really 
behind the appointment of M. Jean Tannery, as Governor 
of the Bank of France in place of M. Clement Moret. 
The latter had the reputation of strictness in matters of 
discount. He always refused to discount Treasury bills. 
M. Tannery intends to pursue a more liberal policy of 
credit, and will accept Treasury bills for re-discount. 
It is evident that if the Bank of France changes its 
policy, the placing of Treasury bills can take place 
without causing any substantial stringency in the money 
market. Once the banks have the assurance of being 
able to re-discount their Treasury bills with the Central 
Bank, they will not hesitate to acquire large amounts. 

The question is, whether the Bank of France will 
really be as liberal in its credit policy as it is expected to 
be. It ought to be borne in mind that a central bank is 
not entirely free to determine its policy. It has to take 
into account gold movements. In case of an outflow of 
gold, will the Bank of France be indifferent to the decline 
of its gold reserves? In some quarters, the view is held 
that a reduction of its gold stock would be of no impor- 
tance and even desirable from various points of view. In 
our opinion, however, this reasoning ignores the psycho- 
logy of the French public. The confidence in the stability 
of the franc is not sufficiently established to enable the 
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Central Bank to envisage without uneasiness a consider- 
able reduction of its gold reserve. It ought not to be 
forgotten that in spite of the reserve ratio of 80 per cent., 
the possibility of a depreciation of the franc is not alto- 
gether removed. Fears of a suspension of the gold 
standard might increase if the reserve ratio were to 
decline to 70 per cent., and if at the same time the Bank 
of France re-discounted large amounts of Treasury bills. 
It is probable that confidence in the franc would be 
shaken, especially as the Treasury bills will serve the 
purpose of covering a budget deficit. Their re-discount- 
ing by the Bank of France would constitute inflation 
pure and simple, since the operation would amount to 
financing Government expenditure by the issue of notes. 

Nevertheless, it may be taken for granted that the 
new Governor of the Central Bank, like his predecessor, 
will take good care not to endanger the stability of the 
franc. It is possible that he will show himself more 
liberal in matters of discount policy, but it is improbable 
that his liberality will go very far. In any case, he will 
refuse to endanger the franc. On his advent to the Bank 
of France, he declared, “‘ the law of stabilisation of 
June 25, 1928, is not and will not be called in question.” 
The necessity of maintaining the monetary status quo 
will impose very definite limits upon a policy of credit 
expansion. 


German Banking 


By a Correspondent 


Tver extent to which the Reichsbank was made use 
of during the Christmas season and turn of the 
year was higher in 1934 than in 1933. Contrary 

to what happened a year ago, the assets of the Central 

Bank began to rise during the third week of December, 

and the increase at the end of the year was well above 

the corresponding figure for 1933. The bank return 
dated December 21 showed an increase of capital invest- 
ments by 27-8 million reichsmarks, while in 1933, during 

the corresponding period, this item declined by 56-3 
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millions. The increase by the end of the year was 487-9 
millions, against 412-3 millions for 1933. The expansion 
of rediscounts by 415-3 millions against 260-4 millions last 
year seems to indicate a further increase in the holding 
of unemployment relief bills. At the end of the year the 
assets, inclusive of securities eligible for note cover, were 
higher by 989 millions than a year ago. This increase 
was only partly due to a genuine expansion of credit. 
For one thing, the decline of 312 millions in the gold and 
foreign exchange reserve had to be offset by a corre- 
sponding increase of other assets. Furthermore, the 
increase of 344 millions in clearing balances, which also 
brought about a corresponding increase in assets, was 
also a special matter due to various debt agreements and 
payment agreements with foreign countries. At the end 
of 1934 the note circulation was 256 million reichs- 
marks above its corresponding figure for 1933, while the 
total outstanding monetary circulation, inclusive of rent 
and bank notes and token money, increased by 264 
millions. The following figures show the changes in the 
Reichsbank during the last two years :— 


End of End of Endof 


1932 1933 1934 

(in millions of reichsmarks) 
Gold a on wi - am 806-2 386-2 79°I 
Foreign exchange xa “i ei 113°8 9°4 4°6 
Bills a - su at - 2,806 3,177 4,021 
Treasury bills .. sm ‘ic wn I 49 45 
Loans on securities .. - i 176 183 146 
Securities ae — De ac oo 259 445 
Clearing balances - - na 540 640 984 
Note issue wi -s “ we 3,560 3,645 3,901 
Percentage of note cover és -- 25°8% 10'9% 2°1% 
Total monetary circulation .. s 5,469 5,722 5,986 


The clearing balances of the Reichsbank declined 
considerably during the first half of December, mainly 
through the transfer of foreign clearing accounts to the 
German clearing institute, but in part also through 
payments for maturing Treasury bills. The change was 
offset by an increase in the clearing balances of the com- 
mercial banks, so that at the end of the month there 
was an increase of 219 millions against 191 millions in 
1933. The gold and foreign exchange reserve of the 
Reichsbank increased slightly during December, as some 
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small amounts have been surrendered to the Bank, as a 
result of the prolongation of the so-called economic 
treason law to the end of 1934. A further increase in 
the reserves may be expected during 1935, as the issue 
departments of the four private banks of issue of 
Bavaria, Saxony, Baden, and Wurtemburg will be trans- 
ferred to the Reichsbank. At the end of 1934 these four 
banks possessed a gold reserve of 73 million reichsmarks. 

The returns of the big Berlin banks for the end of Nov- 
ember summarised on the following page show the effects 
of Christmas and the end of the year. Outside resources 
no longer continued to rise, but declined by 18 million 
reichsmarks. The decline in foreign credits continued. 
Acceptance credits were reduced by 15 millions, and 
total foreign credits were 20 millions lower against 
30 millions each in October and September. At the same 
time, payments into blocked reichsmarks accounts with 
the big Berlin banks declined below the level of the 
previous month, and amounted to barely 5 million reichs- 
marks. Bank deposits with the Berlin banks increased 
in November by 14 million reichsmarks, but other 
creditors declined by 17 million reichsmarks. On the 
assets side the decline in loans and advances continued 
in November. On the other hand, there was a further 
increase in discounts; apparently the commercial banks 
have acquired larger amounts of unemployment relief 
bills which are considered liquid assets since they are 
eligible for rediscount at a fixed rate by the Reichsbank. 
Security holdings also increased, probably owing to the 
purchases of medium-term bonds, as a result of the new 
credit legislation. 

It is possible to form an opinion on the trend in 
German banking during 1934, on the basis of the returns 
for November. While between November, 1932, and 
November, 1933, outside resources of the leading Berlin 
banks declined by 892 million reichsmarks, the decline 
during the twelve months ended November, 1934, was 
only 114 millions. Foreign credits declined by 300 mil- 
lions, compared with 600 millions in 1933. This means 
that inland deposits showed a material increase by nearly 
a quarter of a milliard reichsmarks in 1934. This was 
the result of the increased liquidity of trade, brought 
about largely by official unemployment relief works. 
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June 30 Nov. 30 Nov. 30 Nov. 30 Nov. 30 
1930 § I93I 1932 1933 1934 


LIABILITIES. (in millions of reichsmarks) 
Capital we Ga .. 588 888 512 442 428 
Reserves va oa -- 329 329 II5 100 82 
Creditors a ea 12,297. 7,390 7,307 6,415 6,301 
Acceptances “ 481 gio 770 760 766 





June 30 Nov. 30 Nov.30 Nov. 30 Nov. 30 
1930 §=193I 1932 1933 1934 


ASSETS. (in millions of reichsmarks) 
Cash with Reichsbank 2 183 154 150 128 
Bank balances oe ~» SERB 345 245 167 119 
Discounts total Je -- 3,256 1,431 1,631 1,702 2,037 
Treasury bills i » 358 470 526 540 
Other bills... i .. 2,482 1,073 1,145 1,170 1,497 
Securities “ ne . 2 478 590 538 598 
Loans on commodities .. 1,855 1,188 1,030 614 459 
Advances - ‘id .. 6,19% 5,401 4,604 4,135 3,879 
Loans on securities .. o Sea 159 34 27 20 
Total .. a ja -- 13,973 9,731 8,856 7,897 7,734 
Guarantees .. A .. 764 1,516 868 925 683 


The decline in industrial stocks during the second half 
of the year also released some funds, but, as is pointed 
out in the report of the Reich Credit Gesellschaft, this 
factor should not be over-estimated, since it coincides 
with an increase of wholesale and retail trade supplies. 
Unfreezing of debts continued to make progress, partly 
through conversion of outstanding municipal indebted- 
ness into long-term loans, but also through genuine 
repayments. Amounts released through repayments of 
credits were mainly invested in bills. Even if the leading 
banks’ holding of unemployment relief bills increased it 
does not affect their liquidity, for even if these bills are 
converted later into a long-term loan the banks will be 
authorised in future to keep part of their liquid reserves 
in securities, and the Reichsbank is expected to treat 
these securities liberally. As the extent to which banks 
have to make provisions for bad debts further declined, 
the earnings of the banks must have improved during 
the past year, especially as bourse activity increased. 
It is, however, uncertain whether the three leading 
Berlin banks will resume dividends for 1934, since the 
necessity of strengthening the reserves continues to 
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prevail. After a long interval there was once more an 
issue Of mortgage bonds early in 1935. The Mortgage 
Bank of Hamburg issued mortgage bonds of 10 million 
reichsmarks, bearing interest of 44 per cent., with an 
issue price of 94% per cent. The Bavarian Commercial 
and Exchange Bank was also authorised to issue 4} per 
cent. bonds amounting to 20 million reichsmarks, but 
only a small part of it will come to the market. These 
first private issues came as a surprise, both regarding 
the time chosen for them and their rates of interest, and 
yet the absorbing capacity of the German capital market 
was already in 1934 quite considerable. Although there 
were no other public issues than Treasury bonds and a 
Government loan, securities were taken up by the market 
in large amounts. The total amount of securities 
absorbed by the market during 1934 was estimated at 
one milliard reichsmarks. The prospects of the absorbing 
capacity of the market during 1935 are viewed favourably. 
Optimism prevails regarding the possibility of conversion 
issues. The investing public is prepared to take up low 
interest-bearing securities. The 4 per cent. loan of the 
Reich rose above its issue price of 95, and the prices of 
low interest-bearing private issues improved during the 
second half of 1934. The discrepancy between them and 
the high interest - bearing mortgage bonds, which are 
around parity, declined. 

The money market showed increasing liquidity since 
the beginning of the year. The market rate of discount 
is for the present unchanged at 34 per cent., and the 
moment for a reduction of the bank rate has not yet 
arrived. There can be no doubt that the discount rates 
will have to be reduced to prepare the way for the 
projected loan issue. No information is available about 
the Government’s loan plans. It is assumed that first 
of all there will be a conversion loan, and that later the 
Government will float a public works loan. Regarding 
the prospects of this issue, it ought to be borne in mind 
that the absorbing capacity of the German capital 
market for 1935 is estimated at between one milliard 
and 1-25 milliard reichsmarks, so that even if 100 to 
200 millions are absorbed by new mortgage bond 
issues there will be enough left over for the Government 
loan. 
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International Banking Keview 


ITALY 
Ch: feeling of uncertainty which developed towards 


the end of November and the beginning of Decem- 

ber, as a result of the persistent decline in the gold 
reserves of the Bank of Italy, has subsided in consequence 
of the energetic measures taken for the defence of the 
lira. A decree has been issued compelling private holders 
of foreign assets to place their holdings at the disposal 
of the Italian authorities. At the same time, exchange 
restrictions have been re-enforced to a considerable 
degree. Only the five leading banks, the Banca Commer- 
ciale Italiana, the Credito Italiano, the Banco di Roma, 
the Banco di Napoli, and the Banco di Sicilia, are now 
authorised to deal in foreign exchange. The amount of 
notes travellers are entitled to take abroad has been 
reduced, and steps have been taken to regulate the re- 
patriation of notes in such a sense as to discourage the 
purchase of smuggled notes abroad. 

At the same time, the Italian press, which for some 
time had remained remarkably silent about the question 
of the lira, launched a vigorous campaign reaffirming the 
Government’s intention to defend the lira, and condemn- 
ing those who hold pessimistic views about its prospects. 
Draconian penalties were introduced against those who 
evaded the exchange restrictions or failed to declare their 
foreign assets. As a result of all these measures, the 
drain on the Bank of Italy has come to a halt. During 
the second half of December, the gold reserve showed a 
moderate increase. The conclusion of an understanding 
with France further strengthened confidence, even though 
there was no arrangement made for any French financial 
support to Italy. It appears that for the time being, at 
any rate, Italy has decided to remain in the gold bloc, 
and to draw upon her privately owned foreign assets in 
order to defend the lira. At the same time, officially 
inspired statements disclaim any intention of deflating 
further, and express the hope that such a course would 
become superfluous as a result of a rise in world prices. 
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HOLLAND 

In connection with the reconstruction of the Nether- 
lands Trading Company, new shares to the amount of 
15,000,000 guilder have been issued at par: 80 per cent. 
of the new issue was allotted to old shareholders, who had 
the right to preferential allotment; 20 per cent. was 
taken up by an international banking group, including 
Messrs. Hope & Company, and Mendelsohn & Company, 
of Amsterdam, and Lazard Fréres, of Paris. 

SWEDEN 

Arrangements have been made for the reconstruction 
of Géteborgs Bank, one of the four biggest banks of the 
country. The reconstruction has become necessary as a 
result of losses incurred over a period of years through 
industrial commitments. The share capital is to be 
reduced from 43,750,000 kronor to 21,875,000 kronor by 
writing down the value of each share from 250 kronor to 
125 kronor. It is also proposed to issue 125,000 5 per 
cent. cumulative preference shares of 125 kronor each, 
carrying voting rights equivalent to one-tenth of the 
rights of ordinary shares. The issue has been under- 
written by a syndicate of three leading Swedish banks. 


SWITZERLAND 

The Banque Commerciale de Bale has decided to 
discontinue the re-purchase of its own shares in the open 
market. In December, 1933, it reduced its share capital 
by cancelling the shares which were held in its own 
portfolio. According to the official statement issued by 
the Board of Directors at the time, in future there should 
be no need for re-purchasing the bank’s shares. Towards 
the end of 1934, however, the weak tendency of the shares 
induced them to resume their intervention, and by 
January, 1935, over 10,000 shares had been acquired. 
On this occasion it was decided not to reduce the share 
capital of 75,000,000 francs and to abstain in future from 
any further purchases. The result of the decision was a 
fresh weakness in the market for bank shares. 

CZECHO-SLOVAKIA 

Notwithstanding the devaluation of the Czecho- 
Slovak crown by 16 per cent., the adverse pressure on the 
exchange has continued, and the unofficial rate of the 
crown is at a discount. In order to strengthen the tech- 
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nical position of the Czecho-Slovak National Bank, the 
Government decided to call in some privately owned 
foreign assets. As a preliminary step, holders had to 
declare these assets, the total of which amounted to 
Kr. 3,173 millions, or about £25 millions. Of this amount, 
however, only Kr. 1,160 millions represented assets held 
in countries where no exchange restrictions are in force. 
The rest represents claims on countries where exchange 
transfers are restricted, mainly in Germany, Rumania, 
Austria, Jugo-Slavia, Hungary, Greece and Turkey. 


ARGENTINE 

Proposals for banking and monetary reform will 
shortly be submitted to Parliament by the Argentine 
Government. These are expected to include the estab- 
lishment of a central bank based on the suggestions of 
Sir Otto Niemeyer. Provision will be made for the 
mobilisation of frozen credits, and a bill will be introduced 
for modifying the existing system of official banks. The 
reform does not aim at the stabilisation of the peso, as the 
Government does not consider the moment favourable 
for it, so long as sterling and the dollar are not stabilised. 


BRAZIL 

The progress towards restoring the freedom of the 
foreign exchange market was suddenly reversed in 
December. It has been decided to make the allotment of 
exchanges for imports dependent upon the relative 
amount of coffee purchased by the exporting countries 
from Brazil. This decision was taken as a result of 
pressure on the part of the United States, whose coffee 
purchases from Brazil are exceptionally large, and whose 
authorities are thus in a favourable position to bring 
pressure to bear upon Brazil. This policy was adopted 
by the United States authorities in retaliation against 
the successful efforts of Great Britain to obtain favourable 
terms for British holders of the Dawes and Young loans. 
Senhor Dantas, head of the foreign exchange department 
of the Banco do Brazil, resigned his position in con- 
sequence of the Government’s refusal to follow his 
suggestions regarding the allotment of the exchange. A 
committee, headed by the Finance Minister, will pay a 
visit to New York, London and Paris to negotiate about 
the position of Brazil’s external debt. 
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Banking Reviews 


English Reviews 


N an article entitled ‘‘ The Depression and The Capital 
[ riences ” in Barcitays BANK review for January 

attention is drawn to the misconceptions which still 
exist in certain quarters regarding the ability of monetary 
authorities to control the level of prices and business 
activity by manipulating the volume of credit avail- 
able. Borrowing for fresh undertakings is naturally 
dependent to a certain extent upon the cost of such 
borrowing, but, as the writer points out, “‘ however cheap 
and abundant money may be, it will not be used unless 
the trader can see an opportunity to employ additional 
funds at a profit.’ At the present time it appears 
that the trend of events in the capital market is following 
the normal course of the trade cycle. The improvement 
in trading prospects in conjunction with the low rate of 
interest obtainable on fixed interest-bearing securities 
is persuading the capitalist to venture his savings in 
new business, and it is mainly the uncertainty of the 
political and economic international outlook which for 
the present is applying the brake to the rapid progress 
of this movement. 

“The Economic Position of Holland,’’ as a member 
of the Gold Bloc is analysed in the January issue of 
Litoyps BANK review. The writer places the facts before 
his readers in an admirable manner and leaves them to 
form their own conclusions concerning the probable 
course of events in the immediate future. He does, 
however, point out the salient features of the present 
situation : ‘‘ Despite all the shocks of the world crisis, 
the economic position of Holland remains one of compact 
strength. Government credit is at its highest and money 
cheap. The position of the Central Bank is unassailable 
and the exchange in no jeopardy whatever. An adverse 
balance of trade is being steadily reduced. . . . On the 
other hand, the trend as a whole seems downward rather 
than in the direction of recovery.”’ 

The Rt. Hon. Sir H. Kingsley Wood, M.P., contributes 
to the same journal an interesting article dealing with 
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“The Post Office of To-day,’ wherein there is much 
detailed information concerning the various services 
rendered by the Post Office to the public. All of us 
know “ The Business Supply Service,’ but how many of 
us have heard of “‘ The Railex Service ”’ ? 

‘“The Spread of Industrialism’”’ is discussed in the 
December issue of the WESTMINSTER BANK review, and 
the writer suggests that the advance of secondary 
industry in the primary producing regions of the world 
has been due not only to economic reasons and to con- 
siderations of independence in times of war, but also toa 
psychological reason : the feeling that the position of an 
industrialised population is more dignified than that of a 
population devoted solely to the production of primary 
commodities. Our industry has suffered most from the 
development of secondary industries in the Far East, 
in South America and in the British Dominions. “‘ From 
the standpoint of general economic welfare the develop- 
ment of this competition is to be deplored, since it must 
tend to reduce the scope for that international localisation 
of industry which enables each area to concentrate on 
that branch of production for which it has especial 
geographical aptitudes.’’ This spread of industrialism, 
however, has come to stay, and the rigid differentiation 
of the 19th century between primary producing and 
manufacturing nations is never likely to return. We 
have depended for our very existence on selling our 
manufactures to buy food, and this probability of being 
unable to do so to the same extent in the future justifies 
any efforts which we may have to make to increase 
agricultural production in the British Isles. 

The possibility of the conversion of “ Local Loans ”’ 
stock is examined in the December-January issue of the 
MIDLAND BANK review, and the conclusion is reached 
that it is dependent upon the future course, rather than 
the present level, of interest rates in the gilt-edged 
market. Conversion is not probable unless 2} per cent. 
Consols reach the price of 100. The writer points out 
that “ the Government has no statutory liability, even 
contingent, in respect of the principal of the stock, its 
guarantee being solely in respect of interest,’’ so that it 
is interested in the matter of conversion mainly from the 
point of view of any benefits that might thereby be 
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conferred on local authorities. The nature of the lending 
business conducted by the Public Works Loan Board is 
discussed in this article and it is apparent that the 
system has much to commend it: small local authorities 
have been able to borrow at a moderate rate of interest, 
whereas, without the Board, they would have found it 
difficult to borrow at even exorbitant rates; more power- 
ful borrowers have had fluctuations in the rate of interest 
smoothed out, so that though their loans in times of 
low interest rates may have seemed to be on disadvan- 
tageous terms, they have received compensating benefits 
when borrowing in periods of high interest rates. 


Foreign Reviews 


Professor Gustav Cassel discusses “ exchange rates ”’ 
and “‘ purchasing power parities ’’ in an article entitled 
“A Problem of Equilibrium” in the Quarterly Report 
for January issued by the SKANDINAVISKA KREDITAKTIE- 
BOLAGET. He deals with the two currency systems of 
the world, namely, the gold group and the sterling group 
and the diametrically opposed programmes of the two 
systems. His principal thesis is that, “‘ The existing rates 
of exchange do not correspond at all to the internal 
purchasing power of the currencies.’’ Professor Cassel 
is only asserting the truth when he insists that in order 
to enable a sound world economy to be established the 
exchange rates must bear a closer relation to the pur- 
chasing power parities. ‘‘It is therefore absolutely 
necessary to eliminate the existing over-valuation of the 
gold currencies relatively to the currencies of the sterling 
group.” There are two ways of doing this: either the 
countries in the sterling group can raise their price levels 
or the countries in the gold group can lower theirs. The 
sterling group, or countries with paper currencies, have 
raised their price levels to a small degree, but it has been 
quite insufficient to restore equilibrium. The gold 
countries have endeavoured to lower their price levels, 
but they also have not been very successful in this direc- 
tion. It seems that the lack of success by both the groups 
to arrive at an equilibrium is due to the fact that they 
do not allow the various economic factors to act freely. 
In other words, customs tariffs, quotas, subsidies and 
other political expedients are brought into play in order 


‘ 
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to keep prices up, or keep them down, as the case may 
be. Professor Cassel does not stress this side of the 
problem at all. He suggests that probably the only way 
to arrive at an equilibrium between the two groups is 
either a complete abandonment of the gold standard or 
a scaling down of the gold parities of the gold currencies. 
Whichever course of action is adopted, and one or the 
other will have to be adopted sooner or later, difficulties 
will arise, but the final result is bound to have a beneficial 
effect on world economy. In addition to one or other 
of these policies, the political expedients of tariffs, etc., 
will have to be considerably modified. We would 
reiterate that Professor Cassel seems to overlook this 
political aspect of the problem and to us, this is as 
important as the actual figuring of the new parties. 

The bulletin issued by the SOCIETE DE BANQUE 
SUISSE at the end of December deals with the Swiss 
Budget for 1935, which has been voted with a deficit of 
414 million francs. The Bank views this position with 
some alarm and attributes it in part to the bad financial 
position of the Federal Railways and also to the large 
subsidies paid to the agricultural community. The 
writer suggests that it is quite time that the policy of 
these large subsidies should be reconsidered and placed 
ona new basis. In fact, we gather that the Bank’s views 
on the subject are summed up in the sentence from a 
speech delivered by a civil servant in Switzerland recently : 
‘““Sans abaissement du cotit de la vie et sans reduction 
systématique de la fiscalité: pas de salut.”’ 

After reading this article it is interesting to turn to 
the ‘‘ Index ’’ for December published by the NEw York 
Trust Co. wherein is found an article entitled ‘‘ Switzer 
land.” This article deals with Switzerland and the Gold 
Standard and the possibilities of devaluation. The 
writer appears to take a much more optimistic view of 
the Budget situation than does the writer in the review 
referred to above. Switzerland’s prosperity depends 
upon an active export trade, a flourishing tourist industry 
and income from foreign investments. The tourist 
industry is strong in its support for devaluation of the 
franc, but the manufacturers are only lukewarm in its 
favour, for they argue that while it may assist for a time 
in selling their goods, they will have to pay more for 
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their raw products in the longrun. There is a considerable 
body of opinion, however, against devaluation or abandon- 
ment of the gold standard, and it does not appear likely 
that a policy of devaluation will make much headway, 
especially when it is borne in mind that there are strong 
conservative political elements in control of the govern- 
ment. Wecannot help feeling, however, that Switzerland 
is pursuing the wrong policy and do not altogether agree 
with the conclusions reached by the author of the article 
in this review. 


Books 


BUILDING SOCIETY PRACTICE. By G. S. RILEy, B.Com. 
(London, 1935 : Macmillan & Co. Price tos. 6d.) 


Tuis book will be welcomed, not only in the building 
society movement, but also in professional circles in 
business contact with the societies. The work is intended 
primarily to describe the detailed administration of the 
characteristic society, and does not claim to discuss 
matters of policy. Although its appeal to the general 
reader is therefore limited, the work has been well done. 

From the framework of a management “ tree,’”’ the 
book analyses the working of the society, describing the 
every-day business of each department, and placing it in 
proper relation with its fellows. It is well provided with 
specimen forms and account-book rulings, which can be 
adapted for individual needs. The detail of the pool and 
indemnity business is outlined, and the chapter on income 
tax procedure will be of special interest in view of the 
revision of the a®rangement with the Board of Inland 
Revenue at the end of the current fiscal year. Mr. Riley 
spurns no matter of detail, and comments freely upon 
choice of stationery, treatment of complaints, statistics, 
the use of office machinery, and selection of staff. His 
treatment of accounts, audits, and branch business is 
particularly full and clear. Sir Enoch Hill contributes a 
foreword which will commend the book to building 
society officials. 

) 





170 THE BANKER 


A First Book oF Economics. By NORMAN CRump. 
Second Edition. (London, 1934: Macmillan & 
Co. Price 3s. net.) 

In the new edition of his useful textbook, Mr. Crump 
has included much new material. He has extended the 
chapters dealing with the gold standard, in the light of 
the experience of the last four years, and brought the 
chapters on foreign exchanges and public finance up to 
date. He has also added three new chapters containing a 
well-balanced account of the economic crisis. He lays 
stress on the importance of the factor of excessive 
indebtedness, a factor which is often overlooked or 
underrated by economists. It is also to his credit that 
he does not follow the fashion of denying that France 
and the United States sterilised gold before the slump, 
and that the absence of an adequate expansion was one 
of the main causes of the crisis. The book reads well 
and is easily understandable. 


MONETARY POLICY AND ECONOMIC STABILISATION—A 
STUDY OF THE GOLD STANDARD. By ARTHUR D. 
GAYER. (London, 1935: A. & C. Black. 
Price 8s. 6d. net.) 

Mr. GAYER’s book is one of the most valuable 
additions to the vast literature on the gold standard. 
Although he has very definite views of his own, he has 
the rare capacity of being able to see the opposite 
viewpoint. His book is an example to show that it is 
possible to be substantially orthodox without necessarily 
having to be doctrinaire. While in favour of the gold 
standard, he does not seek to minimise the difficulties 
that have to be confronted, and warns against a pre- 
mature stabilisation. The author’s fairness to his 
opponents is a refreshing change amidst the controversy 
that is raging around the problem of the gold standard. 
His main shortcoming is that he relies too much upon 
international co-operation through the Bank for Inter- 
national Settlements as a basis of the solution he 
proposes. Apart from this, however, he realises to a 
rare degree the practical difficulties which are usually 
overlooked by economists. He carefully avoids falling 
into the usual error of academic economists, namely to 
discuss the monetary mechanism as if it operated in a 
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non-existent world of perfect competition and complete 
flexibility. He realises that “it is with this world, with 
all its imperfections that we have to deal, however much 
more desirable some other kind of world may appear to 
be, if the latter is unattainable or has passed beyond 
hope of recall.’” Mr. Gayer’s book was well worth 
writing, and it is well worth reading. 


THE THEORY OF MONEY AND CREDIT. By Lupwic 
von MisEs. (London, 1934: Jonathan Cape. 
Price 18s. net.) 

THIS is a pre-war textbook which was to some 
extent brought up to date in 1924. Recent develop- 
ments are covered by a Preface to the English edition. 
In this Professor von Mises discloses quite an unusual 
degree of dogmatism. He accuses Great Britain of 
suspending the gold standard “instead of employing 
the customary and never-failing (sc) remedy of raising 
the bank rate.’’ He entirely overlooks the fact that, 
before suspending the gold standard, this country 
exhausted completely its gold reserve by using up the 
foreign credits for which it served as security. In 
saying that the object of suspending the gold standard 
was to prevent a further fall of prices in England, he 
pays an entirely undeserved compliment to the mone- 
tary authorities for shrewdness and _ far-sightedness; 
and in saying that the ultimate aim of this Machiavellian 
move was to avoid having to reduce wages he overlooks 
the fact that it was exactly the effort of reducing wages 
which provided the direct cause for the suspension of 
the gold standard, by provoking the Invergordon incident. 
It would be unfair, however, to condemn the book for 
its preface. It is doubtless a standard work in monetary 
literature, and its translation was a welcome undertaking. 


PUBLICATIONS RECEIVED 


PRICES AND PropucTION. Revised and Enlarged 
Edition. By FRriepRiIcH A. HAYEK. (London, 
1935: George Routledge & Sons. Price 6s. net.) 

MarxisM. By J. MIDDLETON Murry, JoHN Mac- 
Murray, N. A. Ho_tpAway and G. D. H. CoLe. 
(London, 1935: Chapman & Hall. Price 5s. net.) 


Oo2 





BALANCE SHEET, 


LIABILITIES 


Capital— 
Authorized: 7,500,000 Shares of £4 each.. .. £30,000,000 


3,000,000 Shares of {1 each.. .. 3,000,000 
Issued— 

7,070,990 Shares of £4 each, {1 paid ee ee oe 7,070,999 0 0 
2,249,167 Shares of £1 each, fully paid .. ° ee ° é 2,249,167 0 0 
9,320,157 0 0 

Reserve io os e ee ° .. £7,500,000 0 0 

Amount re-transferred .. oe oe oe -- 1,820,157 0 0 

—$—— 9,320,157 


Current Deposit and other Accounts, including pro- 
vision for Contingencies .. oe ee £303,051,776 2 7 


Balances in account with Subsidiary Companies .. 2,601,430 3 5 

305 ,653,206 
Notes in circulation in the Isle of Man ‘ca as as bi acts an 14,632 
Acceptances, Endorsements, and other Engagements on account of Customers. 37 ,377 ,095 
Profit and Loss Balance, as annexed on os as oo “e ae 1,083,230 


R. E. BECKETT ) CHARLES LIDBURY, Chief General Manager aa 
M. N. HOGG + Directors £362,768,477 16 2 
W.D. GIBBS Jf J. R. HOOFF, Chief Accountant ees a 





Dr. PROFIT AND 


£ Ss. 
To Interim Dividend of 9 per cent. (less Income Tax) on the £4 Shares paid in August last 493,201 11 
Interim Dividend of 6} per cent. (less Income Tax) on the £1 Shares paid in August last 108,944 0 
Bank Premises Account oe os se oe oe ee os oo eo 100,000 0 
,, Officers’ Pension Fund os ae nn ‘i ha és oa oa ua 200,000 0 


», Further Dividend of 9 per cent. (less Income Tax) making 
18 per cent. for the year on the £4 Shares ({1 paid up).. £493,201 11 1 


Turtber Dividend of 6} per cent. (less Income Tax) making 
12} per cent. tor the year on the £1 Shares oe e 108,944 0 6 


, Balance carried forward ‘a oe ee os o- 481,084 11 1 


” 


” 


1,083,230 


£1,985,375 14 3 


AUDITORS’ REPORT TO MEMBERS OF WESTMINSTER BANK LTD. 


We have examined the above Balance Sheet and compared it with the Books at Lothbury, Lombard Street, 
and Threadneedle Street, and with the Certified Returns received from the Branches. We have veriiied the Cash 
in hand and Bills Discounted at Lothbury, Lombard Street and Threadneedle Street, and the Cash at the Bank 
of England. We have also verified the Securities held against Money at Call and Short Notice, and the Investments 
of the Bank. We have obtained all the information and explanations we have required, and in our opinion the 
Balance Sheet is properly drawn up so as to exhibit a true and correct view of the state of the Bank's affairs, 
according to the best of our information and the explanations given to us, and as shown by the Books of the Bank. 


TURQUAND, YOUNGS & CO. 
KEMP, CHATTERIS, NICHOLS, SENDELL & CO. Chartered 
PRICE, WATERHOUSE & CO. Accountants 
STEAD, TAYLOR & STEAD 
Auditors. London, 14th January, 1935. 





WESTMINSTER BANK LIMITED 


December 31st, 1934 


ASSETS 
s. 


£ 
Coin, Bank Notes, and Balances with the Bank of England os ee -. 35,681,825 19 
Balances with, and Cheques in course of collection on, other Banks in Great 
Britain and ‘Ireland *6 . es ee oe e ia «- 10,725,324 
Money at call and short notice 7 on Po ° -. 28,419,892 
Bills Discounted a + oe ee 33 652,343 
Investments at, or below, Market Valeo— s. d. 
War Loan and other Securities of, or guaranteed by, the 
British Government (of which {1,412,805 7s. 6d. is 
lodged for Public accounts and for the Note Issue in 
the Isle of Man) .. ‘ ° 96,494,721 2 11 
British Corporation Stocks ond other investanents. There 
is a contingent liability for uncalled Capital in respect 1,371,326 o 8 
of @ portion of these Investments ———_———— 97,866,047 3 7 
Advances to Customers and other Accounts ee ee 220,358,324 2 © 
Balances in Account with Subsidiary Companies .. oe 265,042 I 6 
rs 110,623,366 3 10 
Liability of Customers for aaa, Endorsements, and other eames 
as per contra é - . 37,377,095 7 6 
Shares in Subsidiary Companies (at ‘cout, less amounts written of)— 
Westminster Foreign Bank Limited— £ s. d. 
8,000 £20 Shares, fully paid 
92,000 £20 Shares, {10 paid 
Ulster Bank Limited— 
200,000 {15 Shares, £4 paid .. oe oe ee 1,912,500 0 Oo 


1,080,000 0 0 


2,992,500 
Bank and other Premises (at cost, less amounts written off) Pa oe -- 5,430,082 


£362, wee 5477 


= — — 


LOSS ACCOUNT Cz. 


€ s. 4. 
By Balance brought forward from 31st December, 1933... e oe - 460,495 18 3 


, Profit for the year, after providing for Rebate and Income Tax, an after appro- 
priations to the credit of Contingency Accounts, out of which ‘accounts full pro- 
vision for Bad and Doubtful Debts has been made .. eo ee ee ee 1,524,879 16 0 


£1,985,375 14 3 


Soe 
STATEMENT PURSUANT TO THE COMPANIES ACT 1929 


Directors’ Remuneration, including Income Tax and Fees paid to them by Subsidiary Companies, amounted to 
£41,036 5s. 2d. Such of the aggregate profits of the Subsidiary Companies for the year as have been declared in 
dividends are included in the Prout and Loss account above. The undivided baiances of the profits of the 
Subsidiary Companies have been carried forwardin the accounts of those Companies. 


R, E. BECKETT 
M. N. HOGG Directors 
W. D. GIBBS 


CHARLES LIDBURY, Chief General Manager 
J. R. HOOFF, Chief Accountant 
London, 14th January, 1935. 


—O——————— 
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Bank Meeting 


BARCLAYS BANK (DOMINION, COLONIAL AND OVERSEAS) 





shareholders of Barclays Bank (Dominion, 

Colonial and Overseas) was heldon Thursday, 
January 24, at Southern House, Cannon Street, 
London, E.C. 

Mr. Herbert Leslie Melville Tritton, the 
chairman, began by expressing his deep sorrow 
at the great loss the Bank had sustained by the 
death of Mr. F. C. Goodenough, the late chairman. 


° | ‘HE Ninth Ordinary General Meeting of the 


BALANCE SHEET 

Turning to the Balance Sheet, he said, it will 
be noted that the total has further increased to 
£94,674,004, an advance of over {9,000,000 as 
compared with the previous year. It is interesting 
to recall that the first Balance Sheet of the Bank, 
as at present constituted, compiled at September 
30, 1926, showed a total of £62,000,000 so that a 
notable increase has taken place in eight years. 

On the liabilities side, the Current, Deposit and 
other Accounts amount to £82,865,855, which 
compares with £74,521,924 for the previous year, 
an increase of approximately £8,000,000, 

Notes in circulation show little change, and I 
may mention by way of information, that the 
Bank issues its own notes in Southern Rhodesia 
and South West Africa, and also in the West Indies 
and British Guiana, as its predecessor, The 
Colonial Bank, did for nearly 100 years. 

Acceptances, etc., at £4,311,671, are greater by 
approximately £970,000. 

On the Assets side of the Balance Sheet, the 
item Cash in Hand and with Bankers and Gold 
Bullion, now standing at £16,958,336, shows a 
further increase, while Money at Cal] and Short 
Notice, amounting to £3,373,812, is twice as high 
as last year, chiefly because of certain special 
short time deposits in our hands at the end of the 
financial year. 

The item, Bills Discounted, is higher by nearly 
£3,000,000 at £13,764,505. On the other hand, our 
investments, the bulk of which consist of short 
dated Gilt-edged securities, show a small reduction 
of over £1,000,000 to £25,778,118. The proceeds 
of the reduction in investments were used to meet 
partly the requirements of our customers for 
additional accommodation, our advances increas- 
ing during the year by nearly £5,000,000 to 
£26,740,295. This expansion occurred principally 
in South Africa and Egypt. 

The Bank Premises Account which stands at 
£2,530,951, is higher by about £48,000 than last 
year. During the 12 months, considerable sums 
have been added to this Account, due to the 
acquisition of certain important sites—particu- 
larly in Pretoria and Bloemfontein—and to the 
completion of payment for the Cape Town build- 
ing, as well as to the erection of new premises 
elsewhere. On the other hand, we have realised 
several properties, and have utilised certain 
reserves, no longer required for their original 
purpose, to reduce the Bank Premises Account, 


THE YEAR’S RESULTS 
MR. H. L. M. TRITTON’S SPEECH 





PROFIT AND LOSS ACCOUNT 

The net profit for the year ended September 30, 
1934, after making provision for bad and doubtfy] 
debts and contingencies, amounts to £409,827, to 
which has to be added £216,476 brought forward 
from the previous year, making a total of 
£626,303 to be dealt with. As you will observe, the 
Net Profit shows an increase compared with a 
year ago, principally owing to the greater demand 
for advances, and this increase, together with a 
satisfactory experience in regard to bad and 
doubtful debts, has enabled the directors to make a 
transfer of £100,000 to the published reserve fund, 
raising that fund to £1,750,000. In the two 
previous years £100,000 has, on each occasion, 
been allocated to contingencies account; this 
year the directors have been able, in addition to 
making this transfer to the published reserve fund, 
to recommend to the shareholders a small increase 
in the final dividend on the ‘‘ A ” and “* B ”’ shares, 

A sum of £75,000 has been provided for Income 
Tax, etc., as against £50,000 last year, as the 
profit is slightly larger, and, because with the 
decline in our investments, less tax was deducted 
at source. Interim Dividends at the rate of 
8 per cent. per annum on the Cumulative 
Preference shares, and 4}$ per cent. per annum 
on the “A” and ‘‘ B” shares, less income tax 
at the rate of 4s. in the £, were paid in July last, 
The Board now recommends the payment of 
Final Dividends at the rate of 8 per cent. per 
annum on the Cumulative Preference shares, and 
at the rate of 5$ per cent. per annum on the 
“A” and ‘ B” shares, less income tax in each 
case at 4s. in the £. The dividend for the year, 
therefore, on the “‘A” and ‘‘ B” shares is at the 
rate of 5 per cent., which is } per cent. more than 
for last year. After making these appropriations, 
there remains a balance of £216,816 to be carried 
forward, which is practically the same figure as 
at September 30, 1933. 


SOUTH AFRICA 


South Africa, as you well know, produces nearly 
one-half of the newly-mined gold in the world, 
and the increased price, which has recently been 
maintained at about £7 per oz., has had a marked 
effect upon prosperity throughout the country. 

The taxation upon gold mined has been imposed 
in a manner which reflects the statesmanship of 
the Union Government. In effect, encouragement 
is given to the production of low grade ore, with 
the natural consequence, and to the obvious 
advantage of the world at large, that the life of 
South Africa’s gold mines has been considerably 
prolonged. In the Union, employment has 
increased appreciably and revenue has been 
enhanced. ne. 

The chairman then referred to other territories 
in which the Bank operates. The report and 
accounts were unanimously adopted. 

















orld, 
been 
rked 
y. 
osed 
ip of 
nent 
with 
rious 
fe of 
ably 
has 
been 


ories 
and 


175 


Bank Meeting 
BARCLAYS BANK LIMITED 


MAINTENANCE 


STRENGTH AND 


EFFICIENCY OF 


OF DIVIDENDS. 


BRITISH BANKS 





MR. W. FAVILL 


TUKE’S SPEECH 





HE 40th Ordinary General Meeting of 
Barclays Bank Limited was held, on 
Wednesday, January 23, at Southern 
House, Cannon Street, London, E.C. Mr. 
William Favill Tuke (Chairman) presided. 
The Chairman began with an allusion to the 
great loss which the Bank had sustained 
through the death of its late Chairman, 
Mr. F. C. Goodenough. 


INCREASE IN DEPOSITS 


Turning to the Balance Sheet, he said that 
the Bank’s Deposits as compared with last year 
had increased by £1,333,987 to £380,093,759. 
On the other hand, the average for 1934, as 


shown in their monthly statements, was lower 
than in 1933 by £10,877,000, the reduction 


being 2-9 per cent. During the same period 
the average Deposits of the ten London 
Clearing Banks, as a whole, declined by 
{73,112,000 or by 3°7 per cent. Barclays 
Bank, therefore, had rather more than held its 
own. 

Alluding to the decline in the volume of 
Treasury Bills available for the Market and to 
its two important reactions—namcely, the fall 
in discount rates to almost record low levels 
and the greater inflation of security prices— 
the Chairman expressed the hope that the 
Government, when considering further Fund- 
ing operations, would bear in mind the type of 
security which Bankers and the Discount 
Market required. He also remarked that all 
parties concerned would greatly benefit byare- 
vival of the custom whereby purchasers accept 
bills drawn on them by their suppliers. The 
resulting increase in the volume of self-liquid- 
ating commercial bills would be beneficial to 
the Discount Market, while the mobilisation of 
“accounts receivable’ would enable the trader 
to obtain cheaper and more ample finance. 


ADVANCES 

Advances to Customers were rather higher 
than a year ago, although they were still below 
what the Bank regarded as the normal ratio. 
There were approximately 200,000 Customers 
who were borrowing from the Bank in one 
form or another, and he mentioned this fact 
because suggestions had been made that the 
Banks were not sufficiently interested in the 


smaller borrower. This was not true, for the 
interests of a modern Bank were so closely 
interwoven with the economic life of the whole 
country that there was no section with which 
it was not intimately concerned. Barclays 
Bank had over 1,500,000 Customers, a Staff of 
12,700 and approximately 60,000 Share- 
holders, and were, therefore, directly and in- 
directly in contact with and carried responsi- 
bilities towards a substantial portion of the 
adult population of this country. These 
figures were exclusive of those of the affiliated 
Institutions. 


CONSERVATIVE DIVIDEND POLICY 

Referring to the Net Profit for the year, 
which showed a small increase compared with 
the previous twelve months, the Chairman 
said that having regard to all the surrounding 
circumstances the Directors had decided to 
recommend to the Shareholders the payment 
of Dividends at the same rates as for 1933, 
and, in addition, to allocate the sum of 
£100,000 to the reduction of Premises Account, 
leaving £564,137 to be carried forward to next 
year. 

It had been their policy to maintain divi- 
dends at a level rate. They had felt that Bank 
shares should be amongst the most solid of 
investment securities and that dividends 
should, therefore, only be increased or de- 
creased in most exceptional circumstances. 
During the War and during other periods 
when large profits were being made in industry 
and when the Bank’s earnings were also on a 
higher level, very substantial sums were 
retained in the business instead of being dis- 
bursed by way of dividends. This policy had 
been pursued by their own and by other 
Banks, and they had felt that the reason that 
made them reluctant to increase dividends in 
times of prosperity also justified a reluctance 
to decrease them in times of depression. It 
was a policy which, he ventured to say, had 
proved sound, and it had been beneficial, not 
only to their Shareholders, but also to their 
Customers and to the country at large. 
Because of the profits which over a long period 
had been set aside in good times, as an alter- 
native to disbursing them as dividends, the 
Banks were in possession of substantial funds, 
the earnings upon which add to their profits 





























and thus enable banking services to be 
rendered more cheaply than otherwise would 
be the case. 


CHEAPER BANKING SERVICES 

He could say with confidence that banking 
services were cheaper in this country than 
anywhere else, and probably cheaper than 
they had ever been before. A second benefit 
which accrued to the Customers of British 
Banks as a result of the conservative policy 
pursued was that, in periods of depression, 
Bankers in this country were under no com- 
pulsion to force the liquidation of immobilised 
positions, but, in cases where the Customers’ 
business was fundamentally sound and the 
difficulties were likely to be overcome, they 
could afford to “‘ nurse ’’ them until prosperity 
returned or until the Customers concerned 
had had an opportunity of adjusting their 
affairs to meet the new conditions. 

In countries where the Banks for any reason 
had failed or had been unable gradually to 
accumulate large sums against a rainy day 
except by way of published reserves, the 
liquidation of banking advances in times of 
depression had of necessity been carried out 
much more drastically and frequently with 
disastrous consequences. They had to re- 
member that the compulsory liquidation of a 
Bank advance often had a cumulative effect. 
The person having to repay a debt has to 
force his debtors to pay him, and this process 
being continued indefinitely from creditor to 
debtor, sets in motion a chain of events which 
tends to cause a severe break in prices and to 
drive solvent but immobilised debtors into 
bankruptcy. In no country in the world had 
liquidation been carried out with such 
leniency as in this country, and one reason 
for this was to be found in the fact that, when 
times were good, the Banks put money back 
into their business instead of disbursing it in 
the form of dividends. 


UNFOUNDED CRITICISM 

Although the freedom accorded to British 
Banks by the absence of major legislative 
restrictions would certainly seem to be 
justified by results, criticism of the policy of 
the Banks had tended to increase. It was 
contended in some quarters that the British 
Banks had at times failed to provide adequate 
credit for industry. It was his experience, 
however, that, as a matter of actual fact, the 
Customer of a British Bank, who was credit- 
worthy, could always obtain legitimate—he 
would stress this word—banking accommoda- 
tion. The misunderstandings on this subject 
arose from a failure to appreciate the many 
problems involved in conducting a sound 
deposit banking system and, in particular, 
the vital difference between banking money, 
that was to say, money repayable on demand, 
and investment or quasi-investment money. 
Great Britain had been free from banking 
failures for such a long period that the 
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security afforded by the Banks in this count 
is taken for granted by all sections of the 
community. This great but unconscious 
tribute to the strength and efficiency of the 
British Institutions, was, however, accom. 
panied by insufficient knowledge as to how 
this position had been attained, and also by 
a failure to appreciate the undoubted fact 
that it would not have been attained had the 
Banks sought for profit outside their legit. 
mate business by confusing banking or short- 
term money with investment or long-term 
money. It might be that there was a gap in 
our financial system which needed filling, 
He would not discuss this question to-day 
beyond saying that no one with a real know- 
ledge of his subject would suggest that such 
a gap could be filled by the Deposit Banks 
without sacrificing essential strength and 
solidity. He also reminded the Shareholders 
that this truth was now appreciated abroad 
and that, as a result of painful experience, 
several countries were now moulding their 
policy more on British lines and, in the 
future, their Banks would refrain from using 
money outside their legitimate sphere; in 
other words, they would refrain from doing 
the very things that we, of our own volition, 
had refused to do and had sometimes been 
criticised for not doing. 


THE OUTLOOK 

Looking to the future, he was afraid that 
a full tide of prosperity such as would enable 
us to reduce unemployment to a normal 
level was not yet in sight. Since 1931, the 
position in this country had _ improved 
enormously, both from the financial and the 
trading aspects. At the same time, we still 
had over two million unemployed and it 
was idle to think that we could obtain that 
standard of well-being which was our aim, 
while international trade was cramped and 
restricted as it is at present by tariffs and 
quotas, exchange difficulties, the breakdown 
of overseas lending, the restriction of pro- 
duction, political uneasiness, lack of con- 
fidence, and that extreme nationalism which 
is both the cause and the result of these 
difficulties. He mentioned several develop- 
ments which suggested that the worid was 
gradually emerging from the depression, but 
added that it would be unwise to ignore the 
fact that much had yet to be done before we 
could hope to return to the level of prosperity 
which the progress of science and invention 
had made possible. Pending the time when 
this country could safely return to gold— 
in his view the only practicable basis for 
international trade—he said that we must 
make the best of conditions as we found 
them, developing our overseas trade in every 
direction possible, while being careful to 
avoid any steps which might hinder and 
taking every opportunity to assist, world 
recovery. (Applause.) 

The Report and Accounts were adopted 
and other formal business transacted. 
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HE seventy-seventh ordinary general 

meeting of the shareholders was held on 

Thursday, January 24, at Southern 
House, Cannon Street, London. Mr. J. 
Beaumont Pease (chairman of the bank) 
presided. 

The Notice convening the Meeting having 
been read by the Secretary, and the Auditor’s 
Report by Mr. F. S. Tull (Price, Waterhouse 
& Co.), the chairman, in moving the adoption 
of the directors’ report, said :—My Lords, 
ladies and gentlemen—lI have unfortunately 
once more to begin my address to you by 
referring to the loss which we have sustained 
by the death of two of our colleagues. Both 
Mr. S. Samuel and Mr. H. J. W. Jervis died in 
the latter half of last year. Mr. Samuel had 
been seriously ill for some little time, but in 
the course of a long and busy life he had 
earned for himself the same respect and 
affection in the banking and business world 
as he had in the House of Commons. It is 
with sadness that we realise that we shall not 
see him amongst us again. 

Mr. Jervis, like Mr. Samuel, joined our 
Board in 1918 as a result of the amalgamation 
of the Capital and Counties Bank. He was 
devoted in a very special degree to the service 
of this Bank, and both as Chairman of the 
Capital and Counties Committee, and as 
chairman or member of other committees, 
he gave unstintingly of his time and business 
knowledge to the Bank. Although he had 
passed through a serious illness a few years 
ago and knew that at any time he might suffer 
another attack, he never let this knowledge 
diminish his outward cheerfulness and 
courage, or detract from the amount of work 
he always willingly placed at the disposal of 
the Bank. We do in a very special sense 
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owe him a deep debt of gratitude and deplore 
his departure from our midst. 

While referring to the losses which we have 
ourselves sustained, may I be permitted to 
express the sorrow and sympathy of us all 
for a neighbouring bank in the death of their 
chairman. Mr. Goodenough was for many 
years an outstanding figure in the banking 
world in the City of London, and it is only 
right that we should record our appreciation 
of his qualities, and convey our condolences 
to his colleagues in Barclays Bank. 


THE BALANCE SHEET 

I shall not detain you very long in going 
through the figures of our balance sheet, 
which, together with the Report, you will no 
doubt be good enough to take as read. What 
changes there are are not very striking, but 
they are all in the right direction. 

Our published reserve has been increased 
to £8,500,000 by the re-transfer of £500,000 
from our internal tunds. You will remember 
that in 1931 we took {2,500,000 from our 
outer reserve to meet the exceptional 
depreciation in the value of our investments. 
In 1932 we re-transferred £500,000, and this 
year we are doing the same. The balance 
of {1,500,000 remains intact in our internal 
funds. The market value of our investments 
is very considerably in excess of our book 
figures. 

Our current, deposit and other accounts, 
standing at {372,140,172 represent an 
increase of £7} millions over the corresponding 
figures last year. 

Our acceptances show a small but welcome 
increase, and this also applies to the items 
endorsements, guarantees, etc. 














































On the assets side of our balance sheet there 
is a big reduction in the amount of our 
treasury bills, to the extent of £14,000,000, 
and this is partly offset by an increase of 
between {4,000,000 and {5,000,000 in our 
commercial bills, and over {3,000,000 in our 
advances. You will recognise in these two 
latter items an encouraging rise in the 
demand for greater banking accommodation. 
Money at call and short notice also increased 
by {£13,000,000. On the other hand our 
investments have decreased by nearly 
£2,000,000. There is no special feature calling 
for remark in the rest of our assets. 


PROFIT AND LOSS ACCOUNT 

Our profit and loss figure comes out at 
£1,651,505, and represents an increase over 
last year ot $212,000. Shareholders will note 
with satistaction that we are reaping the 
benefit of our conservative action in reducing 
our dividend in recent years. From our 
profits we have deducted the sum of £250,000, 
which we have placed to Contingencies 
Account, and we recommend the payment of 
dividends at the same rates as last year, 
leaving to be carried forward to next yeara 
somewhat larger figure than that brought in. 


It may not perhaps be out of place to draw 
the attention of shareholders to the fact that 
banking, perhaps more than most businesses, 
is affected by the principle colloquially 
known as ‘‘ the swings and roundabouts.” 
What we lose on any one particular item 
forming part of our profit and loss account in 
a given year, we are apt to gain in some other 
items, and thus the final figure may show 
no very substantial difference, even though 
there may be considerable differences in the 
individual items, and what appears a normal 
figure in one year may seem quite unusual 
when compared at an interval of several 
years with the corresponding item. To show 
these differences year after year by a highly 
detailed analysis of our profit and loss account 
would be impracticable and make impossible 
any concise and clear statement. But I 
have been interested in looking through the 
detailed statements of previous years, and I 
see that our interest on overdrafts and short 
money and discount on bills, z.e., our purely 
banking business, has represented in one 
vear over 67 per cent. of our total earnings, 
whereas in another year it wasonly 54 percent. 


I might illustrate my point further by 
referring to the wide range in the market 


178 





value of gilt edged securities which we have 
experienced in the post war period. 


There have been years in which the 
depreciation of our investments has called 
for the provision, either from profits or from 
reserves, of an amount equal to 18-9 per cent. 
of our earnings, whilst in other years the sale 
of investments, quite apart from any apprecia- 
tion in the value of unsold investments, has 
yielded a surplus available technically to be 
brought into profit, or added to reserve, 
equal to 16-7 per cent. of our earnings. 


We have considered that in the year which 
we are discussing, profits of this kind should 
not be used for the purpose of dividends in 
view of the high level of gilt edged stocks, 
Bad debts again may in one year eat heavily 
into our profit and loss figure, in another they 
may even be a source of income through 
unexpected recoveries. Similarly, it is not 
always easy to decide whether any item ina 
particular year is likely to be of a recurring 
nature, and therefore to be legitimately 
included in our profit and loss, or whether 
on the other hand it would be wiser to consider 
it as exceptionable and more suitable to be 
conservatively placed to reserve for con- 
tingencies in a less favourable year. 


For many years prior to 1930, there was 
practically no change in the dividends 
declared by any of the big banks in this 
country. Yet within that period of stable 
dividends, stretching back into the war 
period, there were wide fluctuations in the 
earning power of the banks’ assets and their 
profits from other sources. 


TRADE AND BANKING CYCLES 

The prudent banker, however, must have 
regard, not merely to the balance of his 
profit and loss account on the December 31, 
but also to the contingencies to be provided 
for arising out of the past year’s trading. 
There are years when, after having written 
off any losses that have accrued during the 
year, he will deem it wise to make liberal 
provision forthe future. In other years it may 
be justifiable to draw upon those contingencies. 


The trade and banking cycle runs something 
like this :— 
First, a period of 
Plentiful money 
Low rates of interest 
Low ratio of overdrafts to deposits. 
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Then, a period swinging up to a peak of 
Active trade 
Strong demand for overdrafts 
High rates of interest. 

At such a peak period a bank would be 
earning large gross profits. 

It would be imprudent to distribute them 
because, in a subsequent period of 

Diminishing trade 

Falling rates, 
bad debts would emerge. Interest on doubt- 
ful accounts would be reserved. 

Then we come back to a period when, 
though interest rates may be low, 

Trade is again on the up-grade 

Bad debts are below the average 

Provisions previously made are found to 
be in excess of requirements 

Doubtful accounts become good and 
reserved interest can be brought into 
profits. 

Along with this cycle (but not exactly 
coincident with it) comes the swing from 
overdraft to investment and vice-versa. 

Similar fluctuations, not necessarily co- 
incident with the rise and fall of bank rate, 
are to be found on the expenditure side of 
our profit and loss account, such as the 
expenses of branch extensions, special 
contributions to various staff funds, etc. 

It will be recognised therefore that a 
scientifically accurate comparison one year 
with another is a practicable impossibility in 
any statement short enough to be intelligible. 
Our aim is to present figures to you which, 
having proper regard to all the circumstances 
of the time, and possible contingencies in the 
future, constitute a reasonable comparison 
one year with another. 


INVESTMENTS 


I had some of these facts in mind when I 
stated last year that our business had 
recently shown a tendency to depart from a 
purely banking business and to take on more 
of the nature of an investment business. 
This tendency appears to be general, the 
investments of all the clearing banks for the 
month of December representing 30-2 per 
cent. of their deposits, whereas in 1929 they 
were only 15-2 per cent. 


Our own figures for this year, and also 
those of other banks, show a slight tendency 
to more normal proportions, and as I have 
already pointed out, advances and commercial 
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bills and acceptances have slightly increased 
for the first time for some years. I trust that 
this process may continue and prove a much 
hoped for beginning of a greater activity in 
trade and an increased demand for financial 
accommodation. It has been disappointing, 
but not to my mind altogether unexpected, to 
find that during a long period of cheap rates 
the abundant supplies of money have not 
found their way into trade, but have perforce 
been driven into investment for want of 
better employment. The same phenomenon 
has been apparent in other countries, and was 
particularly noticeable in America in 1929 
immediately preceding the great fall in stock 
exchange values in the autumn of that year 


“IDLE MONEY ” 


Although it is true that the proportion of 
depositors’ money employed in trade at the 
present time is disappointing when compared 
with the proportion placed in investments, it 
is quite incorrect to speak of this as “ idle 
money.” The only “idle money” in the 
hands of the banks is that portion of the first 
item on the Assets side of their balance 
sheets which is represented by actual cash. 
All the rest of the depositors’ money entrusted 
to the banks is utilised in some way either 
more cr less directly for the benefit of trade. 
When it is used in providing loans to trade, 
either by way of advances or discount of 
commercial bills, it is helping in the most 
direct form; when it is loaned to the Govern- 
ment in the form of investments or treasury 
bills it is only helping trade indirectly. How- 
ever much bankers would prefer to use a 
greater proportion in advances to trade, it is 
out of their power to do so unless there is an 
increased demand on the part of industry for 
further accommodation, and it is altogether 
illogical to grumble at banks for not lending 
more when the reason is the lack of desire or 
incentive on the part of industry to borrow 
more. 


There is a great deal of loose talk about 
“idle money in the hands of the banks,’’ 
‘‘ Banker’s resources,” etc., as if their funds 
were their own property and were being 
improperly or inadequately used. The 
resources in their hands, with the exception 
of their capital, are the result entirely of the 
deposits left in their safe keeping by the 
public, and their first duty is to see that these 
deposits are so employed that there can be 
no difficulty in refunding them to the rightful 
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owners, i.¢., their depositors, when called-upon 
to do so. 
NATURE OF DEPOSITS 

This simple fact has been wilfully or 
ignorantly made obscure by laying an 
altogether misleading exaggeration on the 
maxim ‘‘ every loan creates a deposit,’’ and 
from that maxim, which is only partially 
true, drawing the conclusion that at any 
time, if a banker is short of money or if trade 
requires more help than he can give, it is in 
his power by making a loan “ out of the air ”’ 
and thus creating a new deposit, to meet the 
No one would talk like this if he 
experience of 


demand. 
had had any 
banking, or if he had ever started a bank, as 


my father did in the middle of last century. 
Let us picture for a moment the exact 
procedure. Having established himself in 
premises with the help of the capital he put 
up, and supplied with the minimum require- 
ments of cash in the till for daily outgoings, 
and fortified by some further investment of 
capital in gilt edged securities, he sits down 
and waits for customers. Ifthe first customer 
happens to be one seeking an advance, and if 
all the embryo banker’s resources are 
employed as stated above, he has no means at 
his disposal for granting the accommodation 
required, and the maximum that every loan 
produces a deposit will be of very little helpor 
consolation to him. If, on the other hand, the 
first customer is a depositor, the banker 
retains in cash 10 per cent. of the amount 
received, ready to meet any likely calls for 
repayment, and then has a balance of 
90 per cent. available for loans if he is prepared 
whole of the balance for this 


practical 


to use the 
purpose. 
To go a step further, if his borrowing 
customer can assure the banker that he is 
paying the proceeds of the loan to a man who 
will re-deposit the amount with the same 
banker, the latter will be in a position to 
continue the process of making further loans 
to the extent of a possible 90 per cent. of the 
deposit. This simple illustration is sufficient 
to show the limitation in actual working of 
the truth of the maxim that every loan creates 
a deposit, and demonstrates the undeniable 
fact, if such proof were required, that a 
banker is no more able than anyone else to 
create something out of nothing, and that 
the stock in trade with which he works is 
in very truth the deposits of his customers, 
It shows how empty is the cry produced out 


of ignorance, or for the purpose of Creating 
prejudice amongst those equally ignorant, 
‘“ How long are the people of this country to 
be divorced from the £2,000 millions deposits 
in the hands of the banks.”’ It is precisely in 
order to be sure that the rightful owners shal] 
not be divorced from their two thousand 
millions that bankers in this country—] 
repeat in this country, and I might add in 
this Empire—have kept their resources in a 
sufficiently liquid state to insure their ability 
to pay their obligations when demanded. If 
the control over their funds were put into the 
hands of some of those who wish to use it in 
order to enable them to finance their own 
particular projects, depositors might legiti- 
mately come to the conclusion that then 
indeed they had been divorced from their two 
thousand million pounds. I shall come back 
to this point later on, but in the meantime it 
is interesting to try and estimate who actually 
are the owners of bank deposits. Eighteen 
months ago I worked out an analysis of the 
deposits of our bank. I divided them into 
the following categories :—(1) ‘‘ Trade ’”’— 
which term includes manufacturing, whole- 
sale and retail businesses, public utility 
undertakings, agriculture, and other industries. 
(2) An omnibus title of ‘ Personal and 
Professional.’’ (3) ‘‘ Finance,’’ which includes 
banking, insurance, trust companies and other 
financial institutions, and all foreign balances. 
(4) ‘“‘ Government and other public municipal 
and local authorities.’’ In 1931 I found that 
25°6 per cent. of our deposits came under 
the heading of ‘“‘ Trade’’; 61-8 per cent. 
under ‘ Personal and Professional’’; 8-8 
per cent. under “ Finance’’; and 3:8 per 
cent. under ‘‘ Government, etc.’’ In the 
balance sheet which we are now discussing, at 
the end of December, 1934, the proportion 
under “ trade ’’ has risen to 27-7 per cent.; 
“‘ Personal and Professional’ has fallen to 
59°7 percent.; ‘‘ Finance”’ to 8-1 per cent.; 
and ‘‘ Government, etc.” has risen to 4°5 
per cent. 


NATIONALISATION OF BANKS 


These are the actual facts, and the above 
classification represents in broad outline the 
actual owners of the deposits in our hands. 
Is it likely that they would willingly see their 
property put at the mercy of the whims of 
any political party by the nationalisation of 
the banks? And yet that is what is seriously 
threatened. The total amount of deposits in 
the Joint Stock Banks of England, Scotland 
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and Northern Ireland, if divided by £170, 
which is the average holding in the case of 
our bank represents 14,000,000 depositors, 
and, even after allowing for some overlapping, 
there must be many million owners of these 
deposits, most of whom have votes. If and 
when the time comes, do you suppose they 
will cast their votes in favour of the proposed 
change in the status of the banks? What 
has recently happened in Australia suggests 
an answer to this question. I have but 
recently returned from a visit to that country, 
and may I digress for a moment to record 
my gratitude for the great kindness and 
hospitality which I received not only from 
bankers, but from politicians, business men 
and many others in all ranks of society in that 
great country. I arrived shortly after the 
result of their General Election had been 
announced. In that country, as in this, 
criticism of the banks and the threat to 
nationalise these institutions, was the cry of 
one of the political parties. It is to be 
regretted that it is so. Party politics as such 
have rightly been eschewed by bankers 
generally, but when the conduct and, indeed, 
the continued existence of their business has 
been made a political issue, the question 
cannot be ignored, much as I should prefer to 
keep out of any political atmosphere. 


AUSTRALIA’S EXAMPLE 


In Australia I found it was freely admitted, 
not only by the general public, but by labour 
politicians themselves, that the threat 
against the banks had proved a very bad 
politicalcry. It antagonised all industrialists, 
who saw in the proposed nationalisation of 
the banks a preliminary and acknowledged 
step towards the nationalisation of their own 
businesses. It alarmed all depositors, who 
preferred the well-tried trusteeship of their 
funds by the banks to the doubtful safety of 
their custody by a political party whose 
conduct of finance had been open to criticism 
in other directions, and they were further 
alarmed by the recent difficulties of the 
State-owned New South Wales Savings Bank. 
It turned every employee of the banks, in 
anxiety as to his future employment, into a 
voluntary propagandist against the proposal, 
and it brought forth a very thorough and well- 
organised counter programme of education 
and propaganda assisted by all classes who 
realised the dangers of the proposals. The 
object of this movement was to meet the 
attack by letting the people understand what 
was involved, so that they might be enlight- 
ened as to the true nature of banking and have 
explained to them the possibilities and 
limitations of its functions, in order that they 
could judge for themselves the real value of 
the criticisms brought against the existing 
machinery. 


The result we know was the definite failure 
at the polls of this attempt to obtain posses- 
sion of the banking business. 
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THE BANK OF ENGLAND 

On the question of the Bank of England 
and the threats against that Institution, I shall 
content myself by making two short quota- 
tions from a pamphlet written by Mr. O. R. 
Hobson a few years ago: ‘“‘ Experience and 
the all but unanimous voice of the economists 
and financiers all over the world, as expressed, 
for example, at the international conferences 
at Brussels in 1920 and Genoa in 1922, is 
against the view that State control of the 
Central Bank is to be preferred to private 
control. The administration of the Bank of 
England has earned for itself a prestige and a 
general respect which is unique. The 
responsible elements of the Labour Party— 
will they deny it ?—share that respect to the 
full.” And again ‘‘ Was it not the Labour 
Government which took the responsibility 
and accepts the credit for putting into force 
the Dawes Plan for the reorganisation of the 
German financial system which in one of its 
cardinal provisions insists that the new 
German Bank of Issue is to be entirely free 
from governmental control or interference.” 

In confirmation of this individual opinion 1 
should like to quote from the Macmillan 
Report : ‘“‘ It is not necessary in this country, 
as it was in the United States before the War, 
to create a new organ for the centralised 
control of the monetary system. For we have 
in the Bank of England an _ excellent 
instrument for the purpose; independent of 
political influences, yet functioning solely in 
the public interest; with long traditions and 
experience and clothed with vast prestige, yet 
not distrustful (as we have learnt in evidence) 
of evolutionary change or hesitant of new 
responsibilities; entrenched in the centre of 
the struggle for profit and with access to the 
arcana of the market, yet itself aloof and 
untinged by the motives of private gain.” 
Unfortunately in all questions, whether 
political, financial or banking, men are prone 
to pay more attention to the bribes of easy 
promises for the future than to be mindful of 
the benefits they have received from achieve- 
ments in the past. 

I now beg to move : ‘‘ That the report just 
taken as read be received and adopted, and 
that, in accordance with the recommendation 
of the Directors therein, a dividend be declared 
for the half-year ended December 31 last on 
the paid-up capital of the company at the 
rate of 12 per cent. per annum on the ‘A’ 
shares, and at the rate of 5 per cent. per 
annum on the ‘B’ shares, payable, less 
income tax, on and after January 26, 1935.” 

The resolution was seconded by Sir Austin 
E. Harris, K.B.E., the deputy-chairman, and 
carried unanimously. 

The retiring directors were re-elected, and 
Messrs. Price, Waterhouse & Co. were 
reappointed auditors for the year 1935. 

Votes of thanks to the directors for their 
services during the past year, to the staff for 
their excellent work, and to the chairman for 
presiding, were carried, and the proceedings 
then terminated. 
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URGENCY OF FREER COMMERCE. 


BANKS AND THE NATION. 


HE one hundred and fourth annual 

general meeting of shareholders of 

Martins Bank Limited was held at the 
Bank's Head Office, Liverpool, on Tuesday, 
January 22. 


Mr. Edward B. Orme, Chairman, presided, 
and in proposing adoption of the Report and 
Accounts, said: In June last we sustained a 
great loss by the death of Mr. A. A. Paton, our 
Chairman, his passing away being keenly felt 
by all connected with the Bank. The 
Directors honoured me by asking me to fill 
the vacant post, and it will be my endeavour 
to carry on the fine tradition which attaches 
to the office. It was with regret that we 
received the resignation, for reasons of health, 
of Sir James E. Haggas. To fill the vacancies, 
the Board elected Mr. F. A. Bates and Mr. 
F. J. Marquis. Mr. Edward Paul intimated 
his wish to retire owing to calls on his time in 
London. He has accepted a seat on the 
London Board. 


Mr. James McKendrick has been appointed 
Assistant General Manager. 


THE YEAR’S ACCOUNTS. 


Net profit for the year is £672,257, an 
increase of £17,317. This I hope you will 
consider satisfactory, bearing in mind that 
we are still some way from full trade recovery. 
The amount brought forward was £207,903, 
and this added to our profit gives us an avail- 
able balance of £880,160. We propose torepeat 
the dividend at the rate of 14 per cent. per 
annum, to allocate £75,000 to premises and 
carry forward £222,754. 


DETAILS OF ASSETS. 


The Bank stands in a liquid position. 
While this is always our aim, in times like the 
present, when extreme liquidity is forced 
upon us, profits are not easily earned. 
Careful employment of our funds is more 
than ever called for. Cash in hand and at the 
Bank of England amounted to {9,669,114 or 
11-7 per cent. of our liabilities to the public, 
while the total of all our cash items was 
21-91 per cent. of our liabilities. Treasury 
bills, an  unremunerative item, were 
£4,230,000. Investments have become our 
largest item on the assets side, replacing in 
that respect advances to customers. At 
£32,235,450 they compare with £32,181,907 
last year. Advances are £30,349,576, being 
an increase of {2,030,133, an encouraging sign 
of the improvement in trade. Premises 
stand at £2,778,428, against £2,880,951. 
Deposits, the principal item of all Bank 
balance sheets, amount to £82,620,032. 


THE WORLD'S TRADE. 


When last we met we were encouraged to 
look for a definite recovery of trade. Caution 
compelled us to the view that the recovery 
should not be over-emphasised, and that 
opinion has since proved to have been well 
founded. The year was not far advanced 
when it became evident that the improvement 
had received a check. Considerable ground 
had been gained, but disturbing conditions 
abroad (notably in Germany), which had an 
adverse effect upon our cotton, wool and 
other industries, made it apparent that a 
pause in the upward movement was to be 











feared. Germany is an important buyer of 
our wool and cotton products, and the loss of 
this market during the greater part of the 
year had an unsettling effect on these trades. 
The close of the year saw improvement, but 
the effects of Japanese competition are 
increasingly felt. 


COTTON. 


Regret must be expressed that complete 
success has not attended efforts made to 
bring into force agreements to reorganise the 
spinning section of the cotton industry, but 
it must be gratifying to Lord Colwyn, who 
presided over the committee formed to con- 
sider the problem, that agreement was 
reached in respect of the redundancy scheme, 
which aimed at purchasing spindles regarded 
as surplus, by a levy on all operating spindles. 
The redundancy scheme is being proceeded 
with, and it is hoped advantage will accrue 
to the industry by elimination of uneconomic 
competition. 


UNEMPLOYMENT. 


It is encouraging to record that there has 
been reduction in unemployment. Notable 
instances are the iron and steel industry, 
shipbuilding and engineering. Revival in 
these directions has given relief to such 
districts as Clydeside and the North-East 
coast. There has been a large increase in 
imports of iron and steel, and in some 
quarters difficulty is experienced in under- 
standing why protection should not be made 
more effective, especially as, it is claimed, 
it has demonstrated its value in reducing 
unemployment. I am aware some of you 
tegard these measures of protection with 
disfavour, looking upon them as temporary 
expedients, adopted to keep alive industries 
which are languishing in the absence of 
world trade. 


COAL, SHIPPING AND WHEAT. 


Prospects for coal are brighter, increased 
production being due to demand by internal 
industry, iargely owing to revival in the iron 
and steel trade, but notwithstanding this, 
prices obtained have left little margin of 
profit. Shipbuilding gained ground during 
1934, but output was only a fraction of the 
Capacity of our shipyards. ‘There is now a 
brighter outlook, and efficiency of new 
vessels, due to the skill of our builders, 
should have its effect upon the welfare of 
the shipping industry, which has received a 
stimulus from the action of the Government 
in subsidising ‘‘ tramp ”’ vessels. Agriculture 
also, under the influence of Government 
measures, has made recovery from deplorable 
conditions prevailing a year or two ago. The 
wheat market during the year witnessed wide 
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The Liverpool “futures” 
market took an important part in the year’s 
trade, the turnover being the heaviest on 
record. 


fluctuations. 


YEAR CLOSES WITH OPTIMISM. 


We closed the year with optimism, and 
with some justification for it, but, if we 
analyse the reason for this optimism, we find 
it largely due to improvement in internal 
trade, fostered by protection and schemes of 
various kinds. These methods have benefited 
the country, but the United Kingdom lives 
by international trade, and until this flows 
freely it is useless expecting a return to 
abundant prosperity. Gold, and its continu- 
ous rise in price, confronts us daily. We need 
not here be so concerned with the price of 
gold as with the policy adopted by those who 
possess it. If it is produced from the earth 
only to be stored and sterilised in vaults in 
lrance and America, or hoarded privately 
elsewhere, then incidentally the price of gold 
will rise and commodity prices be depressed, 
entailing resort to artificial means to raise 
them, but the essential matter is that the 
gold is not performing its proper function as 
the basis of world credit. The problem, 
therefore, of how to bring about distribution 
of gold throughout the world is still before us. 
Is it too much to hope that America will take 
the first step in this direction by lowering 
her tariffs to an extent which will allow those 
countries starved of gold to trade with her, 
and so restore to the world the free movement 
of goods, services, capital and credit ? 


ANGLO-AMERICAN COLLABORATION. 


If only two great English-speaking nations, 
Great Britain and America, could be brought 
together in close collaboration, with a deter- 
mination to settle outstanding problems, we 
need not despair of solution of the world’s 
difficulties, including not the least of them, 
the question of armaments. 


NECESSITY FOR LIQUID FUNDS. 


There is at times criticism of the Banks for 
not lending more freely to industry. This 
criticism is not well-informed, as it will be 
obvious to you from what I have said, in 
dealing with our advances, that we are eager 
to lend our deposits to approved borrowers. 
What we are not prepared to do, and the 
remark applies to the other Banks of this 
country, is to tie up our depositors’ money 
in long-term advances which may be difficult 
of repayment. Much of the criticism levelled 
at the Banks is not serious, but it is unwise 
to ignore it, as even idle talk can do harm. 
Some of it is, however, definitely unfriendly, 
with political bias behind it, and it is this 
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LIABILITIES £ 
14,248,012 |f 
11,500,000 | 


Paid-up Capital *s ma 
Reserve Fund ee ‘i 
Current, Deposit and 
other Accounts (includ- 
ing Profit Balance) -. 420,793,245 
Acceptances and Confirmed 
Credits ee o« ee 
Engagements a oe 


ASSETS 


9,746,914 | 
6,242,724 | 





Coin, Bank Notes & Balances 
with Bank of Engiand .. 
Balances with, and Cheques 
on other Banks .. ee 
Money at Call and Short 
Notice a - o 
Investments at or under 
Market Value... -- 118,490,133 
Bills Discounted .. .. 18,505,695 
British Treasury Bills an 
Treasury Bonds due with- 
in four months 
Advances to Customers and 
other Accounts - 163,815,240 
| Liabilities of Customers for 
Acceptances, Confirmed 
Credits and Engagements 
| Bank Premises at Head 
Office and Branches .. 
Other Properties and work 
in progress for extension 
of the business .. “a 
| Shares in Yorkshire Penn 
Bank Ltd. .. a on 
Capital, Reserve and Un- 
divided Profits of 
Belfast Banking Co. Ltd. 
The Clydesdale Bank Ltd. 
North of Scotland Bank Ltd. 
Midland Bank Executor 
and Trustee Co. Ltd. .. 


39,129,856 | 
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criticism, above all, which should be Opposed 
Bankers, in this country at least, are scrupu. 
lously careful to avoid political considera. 
tions, and to conduct their business in the 
interests of their customers and shareholders 
and the public generally. 


DANGER OF GOVERNMENT 
CONTROL. 


We believe that Government control of the 
Banks, which would mean control by the 
particular Government of the day, in the 
interests of its own schemes, would be detri- 
mental, not only to the customers and share- 
holders of the Banks, but to the country as 
a whole. Criticism sometimes takes another 
form. We are charged with favouring the 
large customer at the expense of the smaller, 
Nothing could be further from the facts. No 
less than 87-7 per cent. of our borrowing 
customers have overdrafts of £1,000 or less, 
and 9°17 per cent. between {1,000 and 
£5,000. So that the large borrower accounts 
for a very small percentage of the whole. 


There is a further type of criticism which 
resents the prosperity of the Banks and their 
dividends. If you hold our {1 shares, you 
will receive, on the present market price, the 
modest yield of £3 8s. per cent.; while the 
partly-paid shares give the more generous 
return of £3 18s. per cent. The dividend 
represents not only the earnings of capital, 
but also the earnings of reserves which have 
taken over 100 years to accumulate. Banks 
have learned from long experience to conserve 
their resources during prosperous days, so 
that they may meet lean times, when they 
come, with equanimity. It is much to be 
regretted that there should be any impression 
that a Bank prospers when trade is de- 
pressed. Our Banks are strong. It is a 
source of pride to us, and we believe the 
majority of the public share that pride, and 
do not desire any change in the constitution 
or control of the Banks of this country, fora 
sound and independent banking system is 
one of the best guarantees we can have of 
political and financial stability. 


MANAGEMENT AND STAFF. 


I should remind you that it is only by 
devotion to duty, on the part of management 
and staff, that great concerns meet with 
success. Consequently, I have pleasure in 
asking you to record your appreciation of 
the services rendered by Mr. Furniss as 
General Manager, and by his colleagues, and 
the other officers and members of the staff, 
who by their loyal service have enabled the 
Bank to achieve the present result. (Ap- 
plause.) 


The_Report and Accounts were adopted. 
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Some more Empire Banks 


By Professor C. H. Reilly 
A: S no British banks have yet dared to adopt the new 


international style based on practical needs only 

and with no added ornament, which nevertheless 
does not mean buildings designed with no sense of propor- 
tion or composition as so many appear to think, it is 
strange that with the variety of climates and races included 
in the Empire so few buildings with local characteristics 
are put up. Our Empire might be an imperial institution 
governed from the centre, like the Roman one was, and 
not a collection of free peoples or of peoples developing 
towards such a state. Just as in Northern Africa one 
finds veritable Roman architecture, slightly degenerate 
perhaps, so in China, India, Africa, and Australia, one 
finds the recent banks and office buildings mostly rather 
degenerate London buildings. In Canada they are, as a 
whole, rather de generate American. Yet in most of these 
places the buildings of a hundred years or so ago had a 
distinct character of their own. One has only to recall 
the Dutch buildings of the Cape, the French Canadian 
ones or the spacious bungalows put up in India by our 
own Cooper’s Hill engineers to realise that in the days 
when the Empire was really an empire in the old sense of 
the term, local architecture flourished in a way it fails to 
do under the present more loosely knit system. It is a 
curious paradex, the explanation ‘of which probably lies 
in the speedy way in which every modern building of any 
importance is at once illustrated. The invention of 
photography has, indeed, a lot to answer for besides the 
cinema. If it has helped the sister art of painting by 
driving it away from the stale pursuit of realism and 
there by making it seek out new paths for exploration and 
conquest, it has done the reverse for architecture. By 
watering down local tradition everywhere it has helped 
to spread throughout the world the same pseudo-classical 
dress, whatever the programme of needs and whatever 
the construction by which they are realised. It is little 
wonder then that the puritanical revolution which has 
attacked every type of building except our British banks 
is equally universal and that a structure in the modern 


P 





“~—- 1 HE BANKE Ro 


manner and made of that modern material, ferro concrete, 

seems equally at home or the reverse in Japan or Czec ho- 
Slovakia, in Manchester, Paris or Berlin. An Empire 
bank, however, is usually pure top-hatted Lombard Street 
all the world over. Mr. Kipling should really see to it. 


Let us begin with the Rangoon branch of the Imperial 
Bank of India. Here, indeed, on the way to Mandalay, 
one would expect something different. What does one 
find? A big classical building which might be the offices 
of the Liverpool Dock Board, the Belfast Town Hall or, 
indeed, any municipé al building erected during the last 
twenty years in England, Scotland or Ireland. There 
may be some question of policy in this, some subtle way 
of upholding the British raj. If so, that is part of the 
programme and must be recognised as such. It means, 
however, to us here in E ngland the building is necessarily 
less interesting than it otherwise might be. In this 
particular building we have a fine corner composition of 
a cupola and two triangular pediments over a tall order 
standing on a rusticated storey. It is a composition 
deriving from Wren’s work at Greenwich which one sees 
in nearly every town in the country. It appears twice on 
the War Office in Whitehall. It is eng regeoon that it is 
new to Burma in an actual building, but even to the 
Burmese it must be very familiar rea photographs. 
This corner, with the broad treatment of the pilasters as 
rusticated piers is the best part of the building. After 
that it wanders off rather weakly on either facade into 
an open colonnade, which being no doubt called for to 
keep the building cool, might have been much more 
interesting than it is. This is the one feature in which 
the building differs from an English one. With us this 
colonnade would be filled up with windows and be made 
as shallow as possible. In Burma the windows have to be 
kept back and the colonnade made as deep as possible. 
Here, then, was chance for some local characteristic. 
Indeed, it could not be entirely avoided. Every effort how- 
ever has been made to lessen its effect. The architect has 
done all he can to lessen the shadow of the colonnade by 
bringing balconies forward to the face of the columns 
half-way up their height. 

If one forgets this bank as a building in a tropical 
country and imagines it a town hall in Walsall or 
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Woolwich, one can say at once it is a fine, upstanding, 
rather impressive, if unimaginative, building, in which 
some of the detail looks what is called scholarly and some, 
such as the too steeply bent curved pediment as a centre 


THE RANGOON BRANCH OF THE IMPERIAL BANK OF INDIA 


feature to the long facade, not so scholarly. Across the 

fine, plain, untitivated open space in front of it, which, 

unfortunately, no English Walsall or Woolwich would 
p* 
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provide, the corner cupola standing on its lofty semi- 
circular wall and supported on either flank by the big 
pedimented features must look imposing. I have no 


doubt this building does uphold the British vaj and the 
power of Threadneedle Street quite satisfactorily and in a 
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THE COLOMBO BRANCH OF THE IMPERIAL BANK OF INDIA 


way in which a more sensitive and delicate building with 
local colouring and characteristics would entirely fail to do. 

The Colombo branch of the same bank has a much less 
British look about it, and is consequently to us so much 
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the more interesting. It is a less imposing building, 
consisting, as far as we are concerned, of a single street 
facade. This, however, is not the sort of facade one 
would find in England. If one could afford an open 
loggia to one’s building in this country at the first-floor 
level one could not at the ground level. Here the two, 
one shorter by a couple of bays than the other and one 
with round arches and the other with flat lintels, make in 
themselves an interesting composition. Indeed, they, 
with their black shadows, are the architecture. The rest 
of the building is just a frame for them. It is a pity 


THE KARACHI BRANCH OF LLOYDS BANK 


therefore the silhouette of the stonework against these 
shadows has not been more carefully studied. I find the 
horseshoe effect of the lower openings in contrast to the 
more elegant proportions of the upper ones a little clumsy. 
Nevertheless, I feel this facade has had more thought 
put into it by its architect than the more elaborate but 
more commonplace ones of the great Rangoon building. 

There are two other Indian banks to be considered 
this month, both belonging to Lloyds, one the Karachi 
branch and the other the Amritsar one. Both these have 
local characteristics to a certain extent. Neither would 
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be very happy in this country, which, I think, is a point 
in their favour when considered as decorative architecture 
in contrast to purely functional building. The Karachi 
branch seems to me the better. It is the larger and more 
imposing, but it has, too, greater character. The open 
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THE AMRITSAR BRANCH OF LLOYDS BANK 


colonnades to the top storey, standing on a bracketed 
cornice with strong plain stonework below and again a 
plain Doric Order, give this. While the classical motives 
are freely used, the designer knows what he is about. He 
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commits no solecisms with them. One can imagine his 
building in a city of the old Roman Empire and not 
looking out of place there. It is definitely not Lombard 
Street and water. It is strong and original in the best 
sense and in its composition very well adapted to its 
curved site. 

The Amritsar branch after this seems a little clumsy. 
The short, squat order of composite columns under what 
looks like a distant examination memory of a Doric frieze 
and cornice, are not happy, though there is a good dis- 
position of solids immediately below the colonnade. The 





HE LOURENCO MAROUES BRANCH OF THE STANDARD BANK 
OF SOUTH AFRICA 


‘angement of the central arch flanked by two small 
ila and then a pair of doorways with steps running 
up into them is both picturesque and pleasing. What are 
not so satisfactory are the two big square-headed open- 
ings beyond leading to shops or garages. They detract 
from the central arrangement, and one of them, that on 
the left, by coming so near the corner of the building and 
leaving so small a leg for it to stand on, detracts from the 
whole. 
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What one has said about the unfortunate copying ot 
inferior English models does not apply to the Standard 
Bank of South Africa at Lourengo Marques any more 
than it does to the last three Indian banks I have selected. 
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PHE BUENOS AIRES OFFICE OF THE ANGLO-SOUTH AMERICAN BAN Iy 


This charming little building has its ancestry in Spain. 
There is nothing British about it. The main portico and 
the storey above, with its bracketed piers to shorten the 
spans and its deeply projecting wooden cornice to keep 
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THE LAW OF GAMING 


AND BETTING 
By C. F. Shoolbred, 


B.A., LL.B., Barrister-at-Lau 


ly revised and enlarged for the new | 
THE BANKER’S MAGAZINI 
says: ‘To yanker the volume is of interest for 
its contributions on gaming securities and wagering 
contracts. The principles applied in cases relating 
to promissary notes, bills and cheques connected 


with gaming transactions are clearly 
wa oa. lee 
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Founded over a Century ago, the progress 
of the Bank is well illustrated in the 
following figures : 

YEAR NUMBER OF OFFICES DEPOSITS 
1850 - 47 - £1,192,000 
1900 - 100 - £11,253,000 
1934 - 273 - £37,576,000 

The Head Office in Old Broad Street is the oldest 


Banking House in that most important financial 
centre. 


ENGLAND 
|| HEAD OFFICE: 13-17, Old Broad Street, 
London, E.C.2, and 27 Metropolitan and 
Provincial Branches and Sub-Offices. 
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out the sun, are » delightful and inviting features. They 
suggest some charming private house, or if not that, a 
casino, nothing certainly so prosaic as a bank. There is 
romance, too, in the pieces of pantile roof, in the 
shuttered windows and balconies of which the rest of 
the building so largely consists, though I find it rather 
unnec -essarily complicated and difficult to read. The long 
loggias on either side acting as covered approaches to the 
domestic quarters are delightful and, one imagines, very 
useful features in a hot climate. They finish off the build- 
ing and enclose the site very charmingly, but then the 


AN INTERIOR VIEW OF THE BUENOS AIRES OFFICE 
ANGLO-SOUTH AMERICAN BANK 


architects of this building, Messrs. Ing and Jackson, 01 
Durban, have carefully thought out all such details, 
witness the delightful cheque red pavement to the side- 
walk in front and the post and chain railing. If this 
building may seem a little too ornate for the taste of some 
people today, it is nevertheless a very competent and 
charming little structure of which the bank has every 
right to be proud. | 
The Anglo-South American Bank at Buenos Aires 
might, one imagines, have had a similar Spanish or 
Portuguese character. Instead, if it is anything, it Is 
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Second Empire French, not a very happy period to 
imitate. It means a building classical in rather a lean 
way with patches of ornament placed here and there in 
an endeavour to hide the nakedness of the land. The 
interior of the banking hall, however, would be better if 
it were a little more naked. The most restful thing about 
it is the top of the counter, but ordinarily I suppose even 
that plainness is not available, for one cannot see the hall 
from the height the illustration is taken, and if in working 
hours one did, the counter topwould be littered with papers. 

Finally, as something very demure, solid-looking and 
respectable, like the residence of some well-manne red old 
Victorian family—-a house such as one might imagine 


SF? 5 , : 
THE GEELONG BRANCH OF THE BANK OF AUSTRALASIA 


Mr. Gladstone being brought up in—we have the Geelong 
branch of the Bank of Australasia, with its porticoed 
front door and its walled garden behind, and with its 
domestic neighbour it surely was once a private residence. 
Such a large stately block must have a fine central hall 
or staircase to light the interior. One can imagine happy 
children’s parties being given in it at Christmas time, 
with a string of carriages before the front door waiting 
to take the little ones home. Let us hope the bank 
manager has a big family of young children and the 
means to give such parties when the bank is shut. 





